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THE NATIONAL ASSOCIATION OF LOCAL FIRE INSURANCE 
AGENTS. 


By C. H. WOODWORTH. 


When this article was first sug- 
gested there were some things to be 
said about the association that have 
since been better said than I could 
have expressed them. Some ques- 
tions that were then undecided are 
now settled. The seal of approval 
has been put on the organization by 
both insurance managers and the 
insurance press. Its title to exist- 
ence and its record of action being 
clear, it would be a work of super- 
erogation to discuss either. There 
remain for our present consideration, 
however, some further details re- 
garding its plans and methods. 

When considering the reforms ad- 
vocated by the association the fact 
should be kept in mind that they 
are all in full accord with the ethics 
of insurance and have the approval 
of all classes engaged in the busi- 
ness. This is most emphatically 
the case in the matter of overhead 
writing. Everyone interested in 
the fire insurance business con- 
demns the practice, and before it 
was decided to invite the companies 
to go on record against it a letter 
was written to all of them, outlining 
the plan proposed and asking their 


views upon it. 
was an approval. 


Almost every reply 
The few 
agers who criticised failed to sug- 
gest a better plan, and the only 


man- 


opposition the movement has met 
from that day to this is of the same 
character. 
association 


The plan adopted by the 
with this 
pernicious practice and its applica- 
tion ought to be well understood, 
and if speakers and writers would 
be more exact in their language 
further explanations of the matter 
would not be required. 


reference to 


Because of 
such inexactness it is necessary to 
again say that the National Associ- 
ation of Local Fire Insurance Agents 
‘‘signed pledges’’ of the 
companies on the subject of over- 
head writing and has never asked 
for any, and that there never has 
been any expressed or implied in- 
tent on the part of the members of 
the association to ‘‘ boycott,’’ 
erce’’ or ‘‘ ostracise’’ any company 
or manager. 
The national 
quested all companies to support 
the agents in their crusade against 
overhead writing. Those companies 
which failed or refused to ‘‘ advise 


has no 


** co- 


association _ re- 
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the association that they will not 
practice overhead writing ”’ are nec- 
essarily the friends of that vicious 
practice and the enemies of local 
agents. Thisconclusion being log- 
ically inevitable and practically 
evident, sane and honorable agents 
can not do less than prefer com- 
panies that are on the ‘‘ List.’’ The 
proposition that the members of the 
National Association of Local Fire 
Insurance Agents are under any ob- 
ligation in this matter to any com- 
pany that does not stand with the 
association on this question is mani- 
festly unreasonable and untenable. 
Some months ago an eminent man- 
ager said to the writer: ‘‘ Some of 
my staff urged me to fight your 
assoviation in this matter, but I say 
no! for if I did I should be fighting 
local agents and giving aid and 
comfort to overhead writing.’’ The 
entire space allotted to this article 
could be filled with other testimony 
confirming this conclusion. 

All the evidence before us indi- 
cates that the companies not on the 
‘*List’’ do not expect or desire the 
support or protection of the mem- 
bers of the national association. 
This being the case, any member 
offering such service would be a 
very presumptious and impolite 
man. 

It has been repeatedly stated that 
the success of this movement against 
overhead writing has so far been 
greater than was expected. It re- 
mains to be said that evidently there 
is not the bad faith among those 
engaged in the crusade that was 
predicted. The ‘‘ Corrected List’’ 
was issued but little more than a 
month ago, and already agents in 
localities where overhead writing 
formerly existed are receiving orders 
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for insurance that has heretofore 
been written over their heads. In- 
definite accusations or  insinua- 
tions of bad. faith should not be 
made. If anything positively indi- 
cating the insincerity of a company 
that is on the ‘‘ List’’ is known it 
should be promptly reported to the 
state or national grievance commit- 
tee, where it will receive thorough 
investigation and proper action. 


While the association does not 
question the good faith of any com- 
pany it is possibly too much to 
expect that 224 companies will pull 
absolutely true indefinitely; but as 
the managers have condemned over- 
head writing voluntarily and put 
themselves on record against it, it is 
not unreasonable to believe that 
they will live up to their profes- 
sions. Certainly no manager will 
desire in these days, when there are 
more companies than business, the 
kind of advertising that would 
come to one convicted of bad faith 
in this matter. His perfidy would 
be published to all engaged in the 
insurance business and would never 
be forgotten. 

The commission and brokerage 
problems are very difficult and com- 
plicated ones, and it may be that a 
year or two more of adversity at 
least must be experienced before 
any solution of them is possible. 
The proposed experiment on the 
commission question in Texas is a 
very interesting and important one. 
The efforts of local agents to rem- 
edy the unsatisfactory conditions 
prevailing in that state are most 
commendable. 

The temporary disagreement at 
the national meeting on the brok- 
erage question emphasized two 
points very clearly. The first is the 
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wide range of opinion in the matter. 
The president’s recommendation on 
the subject was advisory and not 
intended for adoption as a positive 
and invariable rule, and the substi- 
tute only proposed that the execu- 
tive committee should cousider the 
question. The debate brought out 
all shades of views, from the pro- 
posal to accept the broker as a per- 
manent factor in the business to 
that of trying to eliminate him from 
it entirely. The fact that with such 
varying and antagonistic views the 
members joined in making the ac- 
tion of the convention unanimous 
on the question brings out the im- 
portant and suggestive point that 
local agents are willing to make 
concessions for the sake of harmony, 
and that the association is not domi- 
nated by those who seek to use it to 
advance personal ends nor by those 
who would rather be different than 
be right. 

The tentative proposition regard- 
ing multiple agencies adopted at 
the meeting seems to be _ gener- 
ally approved, and it is hoped 
that managers will accept it at an 
early date or agree upon a better 
one. 

The over-shadowing importance 
of the legislative question demands 
the immediate co-operation of prop- 
erty owners and all engaged in the 
insurance business. Misunderstand- 
ings should be removed and a 
sincere and persistent effort made to 
get together upon an equitable plat- 
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form. A general disposition on the 
part of the companies to be more 
conservative and judicious in the 
appointment of agents would be a 
step in the right direction. It 
would seem that too many man- 
agers and field men consider but one 
qualification in selecting represen- 
tatives, and that is, the ability to 
pull away from other 
agents and companies. The fact 
that a premium-puller incites public 
sentiment against the companies, 
encourages hostile legislation and 
generally demoralizes the business 
by misrepresenting it, should also 
be taken into consideration. 

The national association is will- 
ing to do all it can to set the insur- 
ance business in the right light 
before the public. The companies 
can easily make the task a hopeless 
one by appointing and maintaining 
a multiplicity of incendiary repre- 
sentatives. The power of the asso- 
ciation for good depends largely 
upon the attitude of the managers. 
If they discontinue the appointment 
of mischievous agents and reduce 
the number already commissioned, 
it will be possible to do something to 
check the epidemic of restrictive 
and destructive legislation. 

The National Association of Local 
Fire Insurance Agents not only 
stands for its own measures of re- 
form, but is ready to support any 
movement for the improvement of 
the business inaugurated by others 
if its assistance is desired. 


business 





EFFICACY OF RENEWAL COMMISSIONS. 
By W. H. DYER. 


You ask for my views upon the 
effect of such changes in commis- 
sions to be paid to life insurance 


agents as was recommended by the 
last convention of the National Life 
Underwriters’ Association. ‘The ob- 





140 


ject aimed at by those who favored 
this resolution in that convention 
was the abolishment of the rebate 
practice. . 

As I have said several times be- 
fore in communications to various 
insurance journals, I believe a re- 
duction in commissions upon first 
year’s premiums would result only 
in a reduction of the per cent of re- 
bate given and not in the frequency 
of its practice. Those of us who 
are sometimes called veterans in the 
business know that rebating was 
rampant in the latter ’60’s and early 
‘70's, when first commissions were 
not only low, but much lower than 
would probably be accepted at the 
present day. I was one of those 
who helped organize the Cincinnati 
Life Underwriters’ Association in 
1872. The highest first commission 
then paid, so far as my knowledge 
goes, was 35 per cent, and that by 
only a few of the then newer com- 
panies ; 30 per cent was considered a 
high rate and the majority of the com- 
panies did not pay over 25 per cent, 
and yet the Cincinnati Association 
was formed more for the purpose of 
attempting to abolish, or, at least, 
to in part do away with rebating, 
than for any other and all other 
purposes. Low commissions did 
not prevent rebating then. Why 
should they have an opposite effect 
now? It is from my experience 
then in the life-insurance field that 
I draw my conclusions that a re- 
duced first year’s commission will 
have little effect upon the frequency 
of rebating. 

I theorize also in this way: 
Larger renewal commissions — say 
a commission of 25 per cent upon 
the 2nd and 3rd year’s premium — 
would theoretically seem to be the 
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greatest incentive possible to rebat- 
ing by those who are not obliged to 
rely upon commissions upon first ° 
year’s premiums for a livelihood. 
This point seems to be so clear in 
theory that it needs no elucidation. 
All agents who have such renewal 
commissions would have therein a 
severe temptation to rebate the first 
premium in order to secure the 
policy renewals. 

The effect then of such changes 
upon rebating would, in my mind, 
not be appreciable, at least so far as 
frequency is concerned. 


The effect upon the business of 
the companies would be to reduce 
its volume. Said John A. McCall, 
in his review of life insurance at 
Milwaukee in 1898, ‘‘an examina- 
tion of the expense ratio since 1871 
shows that the years when it was 
lowest were the years when compar- 
atively little business was 
done.”’ 

A life-insurance agent or solicitor 
to be successful must be well fed, 
well clothed and free from worry. 
Dead men, hungry men, men 
who have no credit with their 
grocers or tailors and are obliged 
to cross the street to dodge credi- 
tors, are of little worth in the life- 
insurance field. In this connec- 
tion I again quote President Mc- 
Call: 

‘It (life insurance) is a business 
requiring as great talent and skill 
as any of the great commercial com- 
panies of the country. * * * I 
venture to say that the number of 
persons who are receiving large in- 
comes in life-insurance companies is 
smaller in comparison with the busi- 
ness itself and in comparison with 
the responsibility incurred than in 
any other business mentioned — 


new 
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banking, transportation and mer- 
chandise. * * * The great majority 
of life agents together, like the great 
majority of men in every calling 
have hard work to make a living.”’ 

Mr. McCall further added that 
out of the 4,000 or more agents in 
the employ of the New York Life 
in 1897, three-quarters of the num- 
ber did not receive an average in- 
come of $1,000. This being the 
fact, and if three-quarters of the 
New York Life agencies could not 
earn an average of $1,000 per year 
at present rates of first year’s com- 
missions, how in the world can they 
stay in business if these commis- 
sions are reduced? Only in one 
possible way. The company or the 
general agent must make advances 
to them as against the future re- 
newal account, and that is only an- 
other way of paying the present 
large commissions. Under such 


By W. M. 


I am in hearty accord with the 
resolution adopted by the National 
Association of Life Underwriters at 
the meeting in Buffalo, which 
recommends the companies to re- 
duce the rate of first commission 
and to increase the rate on renewals. 
I am well aware that theoretically 
it makes no difference to the com- 
panies whether they anticipate all 
or part of the renewal and pay a 
high brokerage,— which means a 
high first commission without re- 
newals, or with a small commission 
for collecting the premium, — or 
whether they pay a smaller first 
commission and correspondingly 
larger renewals. But in actual 
practice the difference would be 
very marked. The high brokerage 
now paid by the leading companies 


conditions a general agent must 
necessarily be a capitalist. 

There is a certain company, -old 
and of good size, which is currently 
reported to have long since adopted 
this plan of a lower first and higher 
renewal commissions. I, myself, 
know not whether it is so. I know, 
however, its success as a life com- 
pany is not envied by its competi- 
tors and its marked decrease in 
insurance in force and income over 
its condition 25 years ago causes no 
pang of jealousy. 

I have briefly answered your 
question. The effect upon rebating 
will be nil, the effect upon new busi- 
ness of the companies will be to 
materially reduce it. Now, as to 
whether commissions are higher 
than they should be and as to 
whether the expense ratio should 
not be reduced,— well, that is an- 
other story. 


SCOTT. 


gives opportunity for many of the 
evils that harass the business of life 
insurance, principal among which 
are twisting and rebating. Agents 
are but human and some of them 
unprincipled. If they have little 
or no interest in the continuance of 
a policy, upon the slightest pretext 
and in some cases without any pre- 
text, the new policy-holder of today 
will one year hence be induced to 
surrender his policy and take one in 
another company. This he can 
continue to do as long as he can 
pass the medical examination. 
When that time comes he remains 
in the last company to its disadvan- 
tage. He can well afford to make 
the annual change, for in each case 
he has received a large portion of 
the agent’s high brokerage, a fact 
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made possible only on account of its 
size. : 

If the agent were to receive a 
smaller first commission, he could 
not afford to give any of it away, 
and by increasing his renewals he 

the 
than 


interested in 
the 


would be more 


continuance of policy 


By WILLARD 


The recommendation of the 
tional association that first com- 
missions be reduced, and that there 
the 
commissions in partial compensa- 
tion for the reduction of the first 
commissions, meets with our ap- 
proval. This must be manifest 
when I state that the Northwestern 
adopted that policy nearly three 
years ago, so that beginning with 
the the first of 


January, 1897, there was a reduc- 


na- 


be some increase in renewal 


business written 


tion of the first commission and an 


increase of the renewal. In my 
judgment the this 
point did not go far enough, for not 
only should the first commission be 
other forms of com- 


pensation for new business ought to 


resolution on 


reduced but 


be discontinued or, at least, greatly 
modified. If I 
formed, the commissions paid by 
the Northwestern 
those paid 


am correctly in- 


than 
by most of the com- 
panies, and for a long term of years 


are less 


it has been our settled policy to pay 
no office rent, clerk hire, bonuses or 
extras of any sort whatever for busi- 


‘ ; 
ness. The only compensation our 
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in its lapse, and we would make 
a law-abiding, self-respecting 
agent out of a lawless man who 
own methods, and 
would continue in force many 
policies that now lapse, which 
would prove a boon to both agent 
and company. 


despises his 


MERRILL.* 


agents have received has been a 
straight commission, irrespective of 
the amount of business written. Of 
course in saying this I refer only 
to contracts between this company 
and its general agents, and they are 
all absolutely alike. Our general 
agents in employing specials are 
not uniform in their compensation, 
but those are matters that are within 
the control of the general agents, 
and we take it for granted they are 
not paying more than they receive 
themselves, except in such cases as 
limit the compensation to first com- 
missions. I speak of these things 
with some hesitancy, but you have 
asked for an expression of opinion 
on the points touched upon by the 
resolution of the National Associa- 
tion, and the best evidence of the 
genuineness of the opinions we ex- 
press will be the fact that our 
opinions have been put into active 
operation with the agency force of 
the company. 


*From a letter addressed by the vice-president 
of the Northwestern Mutual Life Insurance Com- 
pany, to the secretary of the National Associa- 
tion of Life Underwriters, in response to a 
request for an opinion upon the recent action 
taken by that association in regard to a change 
in methods of agency compensation. 





REVIEW OF THE MONTH 


FIRE INSURANCE 


The belief is growing that disintegration 
in fire insurance is extending to all parts 
of the country, and that 
general demoralization 
in rates and commissions 
is imminent. There is a disposition in 
many quarters to ascribe this condition to 
increased state interference, but those who 
have most carefully studied the situation 
know that the tendency of anti-compact 
and anti-trust laws is to strengthen the 
bonds of co-operation between the com- 
panies. While in particular states these 
laws may interfere with local rate agree- 
ments, their affect in the main is to dimin- 
ish rate cutting and to lead the companies 
to stand more firmly in favor of uniform 
rates, whether these rates are procured by 
actual agreements or by a concensus of 
opinion. 

The excesses in anti-compact legislation, 
however, furnish many companies witha 
reason for withdrawing from rating associa- 
tions. It looks better, so it is believed, 
for a company to say that it withdraws on 
account of state interference and not on ac- 
count of a desire to cut rates or pay excess 
commissions. The latter is the real cause 
and the former the convenient cover. The 
rapid growth of anti-compact legislation is 
coincident with the causes which have re- 
sulted in the present unsettled state of fire- 
insurance rates and commissions ; but there 
is no immediate relation between state 
interference and demoralization. 

The cause of present conditions is the in- 
ability of some companies to observe their 
pledges under extraordinary conditions. It 
is expected in the organization of rating 
associations that a limited percentage of 
the members will secretly deprive their 
associates of business through dishonest 
methods. Conditions such as these do not 
threaten the existence of rating associations, 
but under the pressure of extraordinary 
competition, men, who are ordinarily hon- 
est, deviate more and more from the strict 
paths of rectitude. A new and alarming 
condition is created which, if it is not 
checked, will result in certain disintegra- 


Disintegration in 
Fire Insurance. 


tion. If men who live up to their pledges 
when the skies are fair would preserve their 
integrity in the face of the storm, sucha 
thing as demoralization would be un- 
known. ‘The cause, therefore, of disinte- 
gration is human perverseness—the in- 
ability of the average man to stand firm 
under extraordinary competitive pressure. 


> 


During the past few years there has 
existed this extraordinary competitive 
pressure. An unusu- 
ally profitable expe- 
rience in this period 
has resulted in a large increase in the sup- 
ply of insurance, both by the introduction 
of new capital and by the willingness of 
established companies to assume larger 
risks. This increase in supply has been 
far in excess of the natural increase in de- 
mand. With an increase in the number of 
competing companies beyond the natural 
increase in insurable property the average 
income of all companies must be less, pro- 
vided the new comers secure any business 
atall. With the introduction of new com- 
panies, without any material increase in 
the demand for insurance, it will be only 
possible for the new companies to obtain an 
income by making inroads upon the busi- 
ness of established companies.* Upon 
even terms the established companies will 
have the advantage and nine out of ten 
will hold the business. Therefore, in order 


Existing Competitive 
Pressure. 


* To illustrate the conditions let us take the 
situation in Illinois, the largest state under the 
jurisdiction of the Western Union, as shown by 
the subjoined tabulation: 





‘sotuedmos) 
jo s9qm0N | 
-33 Wniweslg 


“IEW) $3d199 

(spuesnoy 1) 
ty Auedwos 
=mNIG@w | s39d DBeIIAy | 








= Oe 








QV we 





This indicates a loss of $23,200in average pre- 
mium income since 1895. Had there been no 
increase in the number of companies there 
would have been practically no decrease in the 
average income. 
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to get the business from established com- 
panies the new companies must either cut 
the rates to the insured or tempt the agent 
to transfer the business by the payment of 
higher commissions. 

This is almost invariably the method 
pursued by new companies in gaining a 
foothold. They establish themselves at 
the expense of the old companies. This 
method is not necessarily reprehensible, at 
least so far as cut rates are concerned, for 
under the ponderous machinery of rating 
associations the prevailing level of rates 
does not follow with great flexibility the 
fluctuations in the cost of fire insurance. 
If rates established by tariff associations 
rose and fell naturally with the annual fire 
waste, as they might do if the power of these 
associations were more highly centralized, 
there would be little inducement for the 
organization of new companies other than 
in the increase in the demand for 
insurance. 

It is the custom of rating associations to 
do all in their power to maintain rates 
during a profitable period upon the theory 
that a reaction is sure, in time, to set in, 
and that the profits obtained will be neces- 
sary to off-set the losses during the period 
In practice this theory is 
shown to be correct, and yet its literal 
the which, 
analogous as it may seem, accentuates the 


of depression. 


application is one cause 
periods of depression and makes them far 
The 


maintenance of profitable rates during a 


worse than they might otherwise be. 


series of years for the purpose of creating 
a surplus wherewith to withstand the years 
measure defeats its own 
purpose, for it invites competition and is 
likely to result in demoralization and low 
rates at the very time when there is a 
marked the fire waste. The 
situation is three-fold : in fire 
waste, decrease in rates and increase in 
expense account through the payment of 
excess commissions. The disposition on 


of famine, in a 


increase in 
Increase 


the part of new capital to engage in fire 
insurance during profitable periods and to 
cut rates and pay excess commissions for 
the purpose of securing a foothold, is not 
unnatural. It is in accord the 
economic law of competition. 


¥ 


We thus have a condition of increasing 
competition outside of the rating associa- 


with 
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tions created, in a measure, by 
the inability of these associa- 
tions to readily readjust their 
tariffs to changing conditions. It is hardly 
to be expected that tariff companies will 
view with complacency the loss of business 
to new comers, due to cut rates and excess 
commissions. There is a constant tempta- 
tion to tariff companies to protect them- 
selves against this attempt to secure their 
premium income, and many of them yield 
to this temptation without notifying their 
associates of the fact. But it is not always 
an easy matter for a company which has 
yielded to this pressure to determine when 
it is merely ‘‘ protecting’? what it con- 
siders its own or invading the rights of 
others. Having determined that it must 
regain what has been lost, it loses the sense 
of discrimination and attacks not only the 
business of outside cut-rate companies, but 
of inside tariff companies. The tariff com- 
panies thus attacked are in turn subjected 
to a new temptation, and they also yield 
to the pressure for the purpose of protect- 
ing their business. But again, these com- 
panies not only protect their own business 
but invade the rights of associate com- 
panies, and this process goes on until finally 
demoralization reaches a stage where the 
bonds of association break asunder. 


¥ 


This is the point toward which the busi- 
ness of fire insurance is today tending. 


Conditions Which  TB* *eGUeRCE of 


. events is well under- 
Will Restore Peace. <1 304. profitable 


rates, new companies, cut rates and excess 
commissions, protection of business by 
tariff companies which eventually results 
in invasion, and finally complete, and per- 
haps irretrievable, demoralization. 

It is hardly to be expected there will be 
immediately such a radical change in 
human nature as to cure the one defective 
point in rating associations, namely bad 
faith under the pressure of excessive com- 
petition. It would seem, therefore, that 
peace can only be restored by a reversal of 
conditions, namely, unprofitable rates and 
an elimination of competition which will 
about restore the equilibrium between de- 
mand and supply in fire insurance. In 
other words tariff companies will not be 
satisfied until they have regained very 
nearly as much as they have lost, and this 


Protecting 
Business. 
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restoration will not be brought about ex- 
cept by a reduction in the number of com- 
peting units. (We use the term “units”’ 
instead of companies because so many of 
the new companies are controlled or owned 
by established companies.) The turmoil 
will continue until this condition is brought 
about, and when peace is finally restored 
and contraction ceases, we shall find a less 
number of competing ‘‘units’’ in existence 
than before expansion began. Competition 
as it is conducted under modern conditions 
is anything but the life of trade. It is 
hard, cruel and relentless. It is death to 
the weak and a strain upon the strong. 

It does not follow that this end will be 
accomplished by a declaration of open war- 
fare or the formal disbandment of rating 
associations. The business of fire insurance 
is already in a state of warfare. A formal 
declaration of the fact is not necessary. 
The process of elimination is now going on 
and will continue until equilibrium is re- 
gained. Recognizing the weaknesses of hu- 
man nature, no amount of special pleading 
will restore peace within the tariff associa- 
tions so long as the disproportion between 
supply and demand exists. The general 
situation has been created without any re- 
gard tothe question of state interference 
and would exist if there were no such thing 
as an anti-compact or anti-trust law on the 
statute books of any state. 


* 


State interference continues to color all 
discussion and to command the earnest at- 
The Missouri tention of everyone en- 
Ciotien. gaged in fire underwriting. 

ituatio 

Particular interest has 
centered during the past month in Mis- 
souri. As is well known, seventy-three 
companies have been fined $1000 each be- 
cause their agents were members of the St. 
Joseph Social Club, an organization which, 
it was claimed, was established for the 
purpose of making rates. This fine was 
levied in place of the original writ of ous- 
ter granted by the supreme court. Since 
then thirty-eight additional companies have 
been proceeded against upon the same 
charge. When the matter came before the 
court these latter companies, as in the case 
of the original seventy-three, made a gen- 
eral denial. The case will come up for 
argument before the supreme court in 
October. There are those who are ready 
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to prophesy that the result will be a fine of 
$1000 in each case. 


A puzzling feature of the Missouri situa- 
tion is that the thirty-eight companies were 
not included in the original proceedings. 
As stated in this magazine last month, the 
opinion was current that the attorney-gen- 
eral had no evidence against the thirty- 
eight companies until it was furnished by 
some of the seventy-three companies which 
had already been fined. Since then, how- 
ever, some apparently authentic informa- 
tion has been published which throws an 
entirely different light on the matter. The 
statement is now made that Attorney-Gen- 
eral Crow and his fellow state officials in 
proceeding againstthe companies, outlined 
their campaign with great care. It is be- 
lieved that, in applying for a writ of ouster, 
it was not their intention to drive the com- 
panies from the state but to impose upon 
them a very heavy fine. In accordance 
with this it was determined to proceed 
against but a portion of the companies, 
leaving the balance free from interference, 
for the purpose of preventing any united 
action toward complying strictly with the 
writ of ouster when it was issued. Having 
compromised with the seventy-three com- 
panies and having secured from each the 
payment of the $1000 fine, the attorney- 
general then proceeded against the balance 
of the companies for the purpose of obtain- 
ing the fine which the majority of these 
latter companies would pay rather than 
retire and leave the field to the companies 
which had already paid. 

This explanation as to why the com- 
panies were prosecuted in two separate lots 
is the best that has yet been given. It 
indicates also that the sharp criticism of 
the companies for not withdrawing instead 
of paying the fine was quite undeserved. 
It has become popular to criticize fire-in- 
surance companies for submitting to the 
exactions of state legislatures, but it has 
always seemed to us that this criticism was 
inspired by a desire for picturesque heroism 
rather than a common-sense regard for 
cause and effect. Wedo not believe that 
any attempt on the part of fire-insurance 
companies to frighten or coerce state legis- 
latures will ever prove effectual. Where 
state legislatures enact burdensome and 
oppressive laws, the virtue most to be com- 
mended in fire-insurance companies is that 
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of patience and not hasty resentment. If 
these laws are allowed to work out their 
natural results through the increased cost 
of insurance which must occur, the public 
will, in time, be convinced of their inex- 
pediency and demand their repeal. The 
companies can protect themselves by in- 
creased collections from the property 
owners. The property owners can, in their 
turn, protect themselves by demanding the 
repeal of laws which increase the cost of 
insurance to them. If the companies are 
forced to retire from the state, as they were 
in Arkansas, very well; but there the 
change in public opinion was immediate, 
simply because it was recognized that the 
companies accepted the only alternative 
and did not withdraw merely for the pur- 
pose of coercing the state legislature. 


¥ 


The new anti-trust law of Missouri took 
effect upon Aug. 20. As a result, the 
Dissolution of the oar panes at ao 
S. Tune Desel, writers at St. Louis and 

Kansas City have been 
dissolved. An attempt was made at St. 
Louis to secure a re-organization of the 
board, in which the provisions in regard to 
rebates and non-intercourse could be main- 
tained. But the attorney-general con- 
tended that these rules, if enforced, would 
tend to restrict competition and therefore 
be in conflict with the anti-trust law. The 
following remarkable statement was issued 
to the public by the board : 

‘On the 6th day of May last this board 
passed its twenty-seventh anniversary of 
useful and honored existence. The term 
just employed is not a misnomer. Among 
other things, the board’s obvious useful- 
ness is shown in a practical reconstruction 
of all the ideas which formerly obtained in 
the building of a city ——a change in which 
no other agency in St. Louis has had such 
potent influence, and the results of which 
appear in ‘buildings of improved con- 
struction’ on every business street. Its 
honored position is conceded by every 
property owner who has studied its methods 
and observed their fruits, refusing to be 
misled by the cheap delusions of those who 
find it impossible to live and act under any 
consistent, clearly-defined principle. 

‘*The times when this board was born, 
closely succeeding the destruction by fire 
of the great city of Chicago, were ‘trying 
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times’; but at that period sound, respon- 
sible, well-managed companies, accumulat- 
ing capital and surplus for just such 
exigencies, as for all lesser demands, were 
in high favor with individuals, communi- 
ties and legislatures. No more signal and 
honoring .exhibit of the value of great 
institutions, able and ready to meet such 
appalling crises in business experience, 
than was shown by the large insurance 
companies represented in Chicago, has been 
furnished in the annals of the world, as 
those companies ‘rose tothe occasion’ with 
plentitude of resources, meeting their obli- 
gations with fairness and fidelity, and even 
with liberal contributions to the general 
relief fund of that city in its hour of un- 
measured calamity. But times have 
changed since then. These are also ‘try- 
ing times,’ but of a different fiber. The 
state has unaccountably made insurance in 
various ways the subject of hostile legisla- 
tion, in forgetfulness of the fact that only 
by the reduction of the fire hazard can 
rates be permanently reduced, and that this 
can only be done as it has been done in 
this city by wise and salutary unification of 
plans and purposes among insurers. 

‘‘Under the laws which become operative 
today, the members of this board can no 
longer unite for any purpose affecting ‘the 
price or premium paid for insurance,’ in 
general or in particular — not even to credit 
‘improved construction’ —nor in neces- 
sary measures affecting insurance matters 
aside from rate, without being classed as 
conspirators and malefactors, subject to 
both fine and imprisonment. Of course, 
this compels the abandonment of many 
features which are vitally necessary to an 
association of this character, and through 
which a notable work has been wrought for 
the advancement of this city in essential 
particulars. 

“Tt is believed to be due to this board, to 
the community and to the situation affect- 
ing both, that so much as is herein set 
forth shall appear in our statement of the 
compulsory final abandonment of an organ- 
ization whose work has covered more than 
a quarter of a century, with credit and ad- 
vantage to every interest affected thereby.”’ 

The president of the dissolved St. Louis 
board, Mr. James L. Waterworth, has an- 
nounced the organization of an insurance 
survey bureau which will furnish surveys 
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and inspections of St. Louis risks to sub- 
scribers. It will also furnish an estimate 
of rates based upon the surveys made. 
These rates will be calculated on the 
schedule plan. Rates and inspections will 
be sold to the agents and companies without 
any agreement as to theirobservance. Mr. 
Waterworth’s plan is similar to that of 
Fetter’s bureau for Kansas City and the 
balance of thestate. It is understood that 
the St. Louis agents will effect an organiza- 
tion for the purpose of managing the sal- 
vage corps and conducting inspections. It 
is, of course, understood that in buying the 
Waterworth and Fetter surveys the com- 
panies and agents will, as a matter of busi- 
ness comity, observe the rates promulgated. 


¥ 


The attorney-general of Arkansas, Mr. 
Jefferson Davis, has issued a ruling to the 
effect that corpora- 
tions, including in- 
surance companies, 
cannot be compelied to file the affidavit 
required under the anti-trust law. The 
supreme court of Missouri has just decided 
that such a requirement is unconstitutional, 
since it virtually compels a corporation to 
testify against itself. The affidavit in ques- 
tion required corporations to state under 
oath that they were not members of any 
trust, combination,or agreement prohibited 
by the law. 

Some importance has been attached to 
this ruling on the part of underwriters, but 
it is clearly of no significance unless the 
companies intend to violate the provisions 
of the anti-trust law. If they do not intend 
to do so they might just as well file the 
affidavit required. 

The ruling, however, is significant in so 
far as it indicates a change in the position 
of the attorney-general of Arkansas, whose 
extreme hostility to the insurance com- 
panies during the recent prosecutions was 
notorious. If, by giving out this ruling, 
Mr. Davis intends to provide the companies 
with a method by which they may evade 
the anti-trust law, we have but another 
illustration of the fact that state officials, 
in their efforts to prosecute the companies, 
are guided, not by a desire to enforce the 
law, or to carry out the supposed wishes of 
the people as expressed in the law, but 
merely by the desire to gain political 
popularity, or to increase by fines and fees 
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the revenues and funds of the dominant 
political party. 

It is an interesting fact that in no case 
where the state authorities have started 
upon a crusade against the companies un- 
der an anti-compact or anti-trust law, have 
they carried their prosecutions tothe extent 
of enforcing the law. In every case there 
has been a compromise which virtually 
makes the law a dead letter, at least so far 
as the current administration is concerned. 
The law, however, remains with its tempt- 
ing possibilities for succeeding administra- 
tions, which may represent a different creed, 
but be equally anxious to demonstrate 
their sincerity to the public and to grease 
the wheels of party machinery. 
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In the state of Missouri, where, as aresult 
of an energetic prosecution on the part of 
the state, the supreme 
court granted a writ of 
ouster against the insur- 
ance companies, we are told that the state 
authorities ‘‘stood aghast’’ at the possi- 
bility that the companies would accept this 
decision and retire from the state. If this 
be true their fears could only have been in- 
spired by the possible loss of revenue. In 
enforcing the law as it stood upon the 
statute books they were, we must believe in 
the absence of evidence to the contrary, 
carrying out the wishes of the people. 
Why, therefore, should they stand 
‘‘aghast’’ because the state courts have 
done what they asked for? That they en- 
tertained such feelings shows either that 
the law was not passed in response to popu- 
lar opinion, or that if it was the state 
officials believed popular opinion to be 
wrong. Orif neither of these reasons be 
the true one, their fears must have been 
based upon the fact that in carrying out 
public opinion they were undermining the 
strength of their own party machinery. If 
the law was not passed in response to real 
public opinion, but as a matter of political 
expediency for the purpose of allowing the 
state authorities to reap the rewards attend- 
ant upon the prosecution of moneyed cor- 
porations, then we can readily see why the 
state was willing to compromise and accept 
a substantial revenue in the shape of fines, 
in place of the empty victory of exclusion 
from the state. 

We do not wish to criticize professional 


Ineffectiveness 
of Legislation. 
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politicians too harshly. We cannot say 
that their aims and motives are any worse 
than those of the average man in any other 
walk of life, in fact by the very nature of 
our political institutions they represent 
about the average honesty and intelligence 
of the community at large. We state 
merely the facts and conditions. Anti- 
compact laws have never been effective, 
and the attempt on the part of state author- 
ities to enforce them has invariably re- 
sulted in a compromise. Under the cir- 
cumstances it will be interesting to observe 
the trend of public opinion in the matter. 
In all probability we shall, in the course of 
time, be able to discern more clearly the 
causes from which spring anti-compact 
legislation. If these enactments have been 
passed by the politicians to be used as a 
club against corporate interests for the pur- 
pose of increasing state revenues by fines, 
providing means of adding to the incomes 
of attorneys employed by the controlling 
party, or strengthening the influence of the 
voters by enforcing reductions of rates in 
favor of special interests— we shall in time 
see a revolution in public opinion regard- 
ing these practices. If the public does not 
itself approve anti-compact or anti-trust 
legislation these laws will be repealed. On 
the other hand, if these laws were original- 
ly passed in response to popular demands 
and the politicians have been merely play- 
ing football with the wishes of the people, 
their strict enforcement will eventually be 
demanded. 


¥ 


During the present month attempts to 
prevent joint rate-making have been made 


itn Ateds On in Mississippi and 
oO! 


; ‘ Indiana. In the 
Joint Rate-Making. aeiia aioli ties 


‘Young Mens’ Business League ”’ of Jack- 
son has petitioned the attorney-general to 
procure an injunction against the South- 
eastern Tariff Association, to prevent it 
from enforcing its rates and rules in the 
state. This action was caused by the estab- 
lishment of a stamping clerk at Jackson, 
necessitated by the action of a number of 
the agents in cutting rates. An agreement 
was reached with all agents in the city to 
report business through the stamping 
office, whether written in compact or non- 
compact companies. This fact has, of 
course, made it almost impossible for prop- 
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erty-owners to secure their insurance at 
less than tariff rates as heretofore. This 
circumstance led to the petition which says: 


“The Southeastern Tariff Association, 
composed of certain insurance companies, 
some of which are doing business in this 
state, has established a ‘“‘ stamping office ”’ 
in this city. The object of said association 
in so doing is to stifle lawful competition 
among the insurance agents of this and 
other cities in Mississippi, inasmuch as the 
policies will all be scrutinized and stamped 
by said representative of said association in 
order to see that none of the said local 
agents have deviated fromthe rate promul- 
gated by said association, there being cer- 
tain penalties prescribed by said association 
for agents so offending. The prime object 
of the office being established in this city 
is, we understand, because some of the local 
agents have deviated from the rates so fixed 
by said association, or, in other words, have 
entered into fair and straightforward com- 
petition for business, to the betterment of 
the people generally, who are compelled to 
insure. This the association is endeavoring 
to stifle and stop by the enforcement of 
a so-called ‘‘uniform,’’ but nevertheless 
arbitrary rate.’’ 


Insurance men will hardly agree with 
the business men that deviation from an 
agreed rate is ‘‘fair and straightforward 
competition.”’ On the contrary, they 
would call it an attempt to steal business 
by secret rebating. It is not probable, 
either, that the Business Mens’ League 
would consider deviations from the rules of 
that body as ‘‘fair and straightforward 
competition.’”’ It all depends upon the 
point of view, and but illustrates how ready 
we are to invoke legislation against other 
business interests for practices which we 
uphold in ourown. Insurance men are not 
blameless inthis matter. Property-owners 
want rating associations abolished because 
they claim they increase the cost of insur- 
ance. Insurance men want industrial com- 
binations abolished because they tend to de- 
crease the demand for insurance. Thus 
special interest becomes arrayed against 
special interest before the Legislature and 
the result is legislation, not for the good of 
all, but for that special interest which seems 
to be most powerful. 

It is anticipated thatthe attorney-general 
will yield to the petitioners and attempt to 
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enjoin the Southeastern Tariff Association. 
In such an event the courts would undoubt- 
edly grant the injunction and compel the 
companies to fight the question as in 
Arkansas, Missouri and Kentucky. Cases 
against the companies which are members 
of the Southeastern Tariff Association are 
already pending in Mississippi under the 
anti-trust law. This law contains no allu- 
sion to insurance companies, but in July, 
1896, a local judge at Meridian, Miss., 
charged the grand jury that the association 
constituted a trust and that insurance was 
a ‘“‘commodity.’’? The jury brought in six 
indictments against twenty-nine companies. 
The matter went to the supreme court upon 
a demurrer holding that the indictment 
was improperly drawn. The court sus- 
tained the demurrer in May, 1897, suggest- 
ing that a proper indictment might be 
drawn. Acting upon this advice the grand 
jury at Meridian indicted the companies in 
anew form in July, 1897. The companies 
took concerted measures to defend them- 
selves, but the cases have not yet been 
brought to trial. In 1897 an anti-compact 
bill was introduced in Mississippi but failed 
to pass. 


> 


According to reports received from In- 
diana, it would appear that the zeal of 
local fire-insurance men in 
attempting to promote their 
own interests at the ex- 
pense of other interests has invited action 
against the local board at Portland for 
making and maintaining rates. Portland 
is located in the gas belt, and Indianapolis 
capitalists recently proposed to purchase 
and remove the gas manufacturing plants 
to Indianapolis. This resulted in an appli- 
cation for an injunction suit, in which the 
insurance agents took a prominent part, to 
prevent the Indianapolis people from 
pumping gas out of the gas fields. The 
removal of the factories to Indianapolis 
would deprive the insurance agents of large 
lines of insurance, which explains their 
opposition. Another outcome of this fight 
was quo-warranto proceedings against local 
gas companies for combining to maintain 
rates. The supreme court held that such a 
combination was illegal and contrary to 
public policy. 

Growing out of this decision, and possi- 
bly in retaliation for the position taken by 
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the insurance men in fighting the gas com- 
panies, suit has been brought against sixty- 
three companies and their agents interested 
in the local board at Portland. These suits 
are filed by N. B. Hawkins, cashier of the 
Citizens’ Bank. The complaint is in the 
form of iujunction proceedings and alleges 
that the companies have agreed, through 
the local board, not to take risks or issue 
policies except at a stipulated rate. It is 
claimed that this is in the nature of a trust, 
monopoly or combination for the purpose 
of stifling competition and is against pub- 
lic policy. The court is asked to enjoin 
companies, agents and board from doing 
business, the argument in support thereof 
being the same as that used in the case of 
the gas companies. There is at present no 
anti-trust or anti-compact law in Indiana, 
but this deficiency does not seem to pre- 
vent proceedings against insurance com- 
panies or manufacturing concerns. The 
drift of popular opinion against all kinds 
of trade combinations appears to admit of 
a successful prosecution of suits under any 
circumstances. 


> 
Mr. Henry Evans’ proposition in regard 
to meeting anti-trust legislation, published 
» in the last number of this 
Mr. Evans : 
Remedy. magazine, has caused some 
discussion during the current 
month. His plan for immediately meet- 
ing the situation was to offer substitute bills 
which would be fair to the companies and at 
the same time meet public demands. He 
then stated that such a bill could be drawn, 
and has since more fully outlined his views 
in regard to the law. He says: 

‘‘My idea is that the bill should provide 
that all business, except dwellings, is to be 
rated under detailed schedules, to be ap- 
proved by the insurance commissioner, a 
copy of the rate slip containing full infor- 
mation to be given, on request, to the 
property-owner affected; and, possibly, it 
should provide further, in case of dissatis- 
faction on the part of the property-owner, 
foran appeal to the insurance commissioner, 
who, if he considered it necessary, might 
order an arbitration of the question in dis- 
pute, the property-owner to choose one arbi- 
trator, the insurance men another and the 
commissioner to have the power to appoint 
the umpire; the finding of the arbitrators to 
be final, but no company being obliged to 
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write the risk at the rate named, and the 
expense of arbitration to be borne by the 
property-owner and the companies on the 
risk, each paying one-half the cost.” 


a 


Mr. Evans says that it should not be a 
difficult matter to get an insurance commis- 


The Objections sioner to approve of a 


a yell-draw cl : 
ote Proposition. well-drawn schedule 


Insurance of New York 
presents some of the objections to Mr. 
Evans’ proposition in this concise manner : 

‘‘The fundamental principle of anti-com- 
pact legislation is one which insurance 
companies cannot accept without surren- 
dering all reasonable control of their own 
business. Briefly stated, that principle is 
that any combination of two or more com- 
panies or natural persons or of both to 
regulate rates of insurance is hostile to 
public interests and must be prohibited. 
Insurance, of all kinds, postulates the op- 
posite of this, declares combination to be 
useful if not necessary. We here assume, 
without arguing it, the truth of the insur- 
ance postulate. Mr. Evans assumes it. So 
does every other sound underwriter. Well, 
then, what is to be done when the anti- 
compact principle is embodied in a bill for 
a law? Stand by the insurance postu- 
late and fight the bill! Fight the bill 
by showing that it is wrong in principle and, 
if carried into effect by law, must be injuri- 
ous to the public. This can be shown. 
But if, notwithstanding, the bill shall be- 
come a law—then what? Continue to 
rate, but in such manner, if that be possi- 
ble, as not openly to offend the law. How 
if that be impossible? Get out of thestate, 
and leave the result to demonstrate the im- 
policy of the law and the truth of the 
insurance postulate. Mr. Evans would 
take the state into partnership in rate- 
making. This would be surrender, for the 
state would become the actual head of the 
firm, having the chief power, the power of 
dictating rates. But Mr. Evans proposes 
to limit this power by making it optional 
with the company whether or not ‘‘to 
write the risk at the rate named.’’ This is 
very well to propose, but it is the state 
which is to dispose. Is it likely that a bill 
on the lines indicated by Mr. Evans would 
be accepted in any state where public senti- 
ment demanded drastic anti-compact leg- 
islation? Would not the writing of the 
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risk at the named rate be made compulsory ? 
And would not the people insist upon hav- 
ing an insurance commissioner who would 
give them low rates regardless of the wishes 
of the octopus? When the underwrit- 
ers go to the Legislature offering to surren- 
der it is highly probable that terms will be 
insisted upon which shall make the capit- 
ulation effectual. What is the good, 
the law-makers would be apt to say, of 
the state making rates if the companies are 
to be at liberty to disregard them and to 
condition their writing upon higher ones? 
In our judgment, it would be a great mis- 
take for the contpanies to attempt to sub- 
stitute a bill of this kind for any existing 
anti-compact law or bill for a law.” 
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It is evident from his proposition that 
Mr. Evans prefers state oversight of rates 
State-Oversight - gonna 7 
Preferred. the companies, and ye 

he does not go so far as 
to advocate that the state shall make such 
a classification. His idea is that the com- 
panies shall make schedule rates without 
any combined experience tables, and if they 
are not satisfactory, they shall be readjusted 
until they are. It is universally recognized 
by underwriters that a schedule, while ob- 
viously the best method of formulating a 
price for insurance, does not in itself fur- 
nish any basis upon which the actual cost 
of doing the business can be determined. 
Although the charges for deficiency and 
the deductions for improvements can be 
justified, because they are equally appor- 
tioned to all risks, yet there is nothing 
upon which underwriters can at present 
justify the basis rate of any schedule, ex- 
cept judgment. A combined experience is 
lacking and no plan of rating, no matter 
how carefully it is constructed or how 
plausible it may appear upon the surface, 
can be successfully used before the state 
legislatures unless the companies can 
demonstrate by what method they arrive at 
the base rate, in other words, at the cost. 
The suggestion which has previously been 
made by this magazine is that a ‘‘ broad, 
consistent and efficient policy for the com- 
panies to adopt is to immediately pool 
their experiences, establish a suitable 
classification thereon, formulate schedules 
which will apportion rates according to 
this classification, and then ask the legis- 





Review of the Month. 15! 


latures to repeal the anti-compact laws.” 
After considering all that has been said 
thus far upon the question, we cannot see 
anything better or anything which is more 
likely to improve the situation. It seems 
to us that if the companies do not establish 
a joint classification the states will step in 
and perform the task for them. 


- 


Concerning the question of joint-classifi- 

cation, we invite attention to the follow- 
. ing statement made i 

A Western View 8 iia 


iGuiian, Se + Cope: 
There seems to be a 


growing conviction in the minds of under- 
writers that the time has fully come for a 
better classification of risks in fire insur- 
ance than has heretofore been achieved. 
Under the ordinary conditions of transact- 
ing business a more accurate classification, 
based on the combined experience of a 
large number of companies, would be very 
desirable, but under the extraordinary con- 
ditions which now exist a scientific classi- 
fication, capable of demonstration to any 
intelligent man, is much more desirable. 
The average citizen has been brought to 
honestly believe that rates are too high, 
and that the object of underwriters’ asso- 
ciations and compacts is to fix and main- 
tain an arbitrary rate, loaded for unreason- 
able profit. How can he be undeceived? 
The life-insurance company, whose rate is 
practically the same for a given age as that 
of every other company, has little difficulty 
in satisfying any reasonably intelligent 
man that the mortality hazard belonging 
to the several ages, as demonstrated by 
more than a hundred years of actual ex- 
perience, fixes the rate charged. In like 
manner, if the fire insurance companies 
could exhibit a table of ‘‘combined experi- 
ence ’’ with any one of a score of hazards 
as indicating the corresponding rate the 
exhibit would go far to undeceive the can- 
did citizen. Whenever he finds that ex- 
perience, not arbitrary agreement, deter- 
mines the rate, and that boards are mainly 
for the purpose of formulating and holding 
level the rate, he will talk less about insur- 
ance trusts. No elaborate, technically pro- 
found classification, loaded down with a 
multitude of subdivisions, is wanted, ex- 
cepting as a working basis from which to 
construct a simple, understandable classi- 
fication for the public eye. It is not only 


worth while in fire insurance to be able to 
make a correct rate on a given class of 
risks, but of prime importance to be able 
to show the man‘*who pays the premium 
why that particular class calls for the rate.”’ 


» 


Among other propositions which have 
been advanced upon the problem of state 
interference is one 
hosed which places its 

burdens more direct- 
ly upon local agents. The plan, as first 
publicly outlined in the Vigilant of New 
York, is to ‘‘place commissions on the basis 
of net premium receipts, and such expenses 
as advertising, stationery, postal and rev- 
enue stamps, license fees, local and state 
taxes to be deducted from gross premiums 
and charged pro rata to each agency.’’ 
This plan has been offered as a substitute 
for the contingent commission, as being 
more likely to accomplish the desired re- 
sults. 

The proposition isan interesting one and 
will bear discussion. The objections thus 
far advanced against it are that it compli- 
cates expense accounts and tempts the 
agent to secure a large volume of business 
without regard to its character. The most 
pertinent objection to its adoption is that it 
is unnecessary. The interests of the agents 
are as Closely affected by state interference 
under present conditions as they would be 
under the proposed plan. President Wood- 
worth of the National Association of Local 
Fire Insurance Agents stated at Buffalo last 
month that ‘‘the present war upon insur- 
ance interests in some of our states, if 
carried to its logical conclusion, will exter- 
minate the local agent and drive the com- 
panies into one great corporation or trust.’’ 
All thinking agents recognize the truth of 
this statement and know that self-interest 
would not be more actively stimulated if 
their compensation were based upon net, 
rather than gross, premiums. 

In connection with the question of state 
interference, it is interesting to note that 
at a recent meeting of the executive com- 
mittee of the National Board of Fire 
Underwriters the following was adopted : 
‘* Resolved, That a committee be appointed 
to prepare a paper on the relation of fire 
insurance to the community, such paper to 
be sent to each member three days in ad- 
vance of a special meeting to be called.” 


Another Proposition 
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The committee appointedis: F.C. Moore, 
E. C. Irvin, Henry H. Hall, John H. 
Washburn and James Nichols. 

-° 

The agitation in regard to a change from 
flat commissions to a combined flat and 
contingent commission is 
extending and opinion in its 
favorappearsto be growing. 
The question has become one of the impor- 
tant current problems in fire insurance and 
its discussion has produced a large variety 
of views regarding the expediency of a 
change. The present movement in favor 
of the general adoption of the combined 
flat and contingent commission appears to 
have originated among the agents, although 
it may have been inspired to a certain 
degree by the companies. In Louisiana 
and Texas the state associations of local 
agents have passed resolutions favoring 
the payment of contingent commissions. 
In Louisiana the agents propose a flat 
commission of fifteen per cent and an un- 
named contingent. In Texas a flat com- 
mission of ten per cent and a contingent of 
fifteen is proposed. 

The present agitation centres mainly 
about the Texas proposition, since the 
agents in that state have felt it necessary 
to take hold of the question in a business- 
like way and to push it forward vigorously 
for public discussion. On July 14 a 
special committee, appointed by the Texas 
association, addressed a circular letter to 
company managers having jurisdiction over 
that state for the purpose of securing their 
About one-half 
of the companies replied, and in the main 
these replies are favorable to the proposi- 
tion. They indicate that some of the ablest 
and most thoughtful underwriters in the 
country are prepared to try the experiment 
of contingent commissions, in the hope 
that it will result in an improvement in 
current conditions. It is, nevertheless, 
recognized that there are some very practi- 
cal objections to the plan. 

The main argument advanced in favor of 
a combined flat and contingent commission 
is that it will interest agents in the main- 
tenance of profitable rates and induce the 
selection of risks free from moral hazard, 
thus eliminating largely one of the most 
serious sources of loss to the companies. 
The objections which are urged against the 
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plan are practical rather than theoretical. 

As a broad proposition it can be stated at 
once that the theory of profit-sharing be- 
tween employers and employes is based 
upon sound principles; but it is also neces- 
sary to recognize that a successful applica- 
tion of the theory must depend, in no small 
measure, upon actual conditions. In other 
lines of business the profit-sharing idea has 
been frequently adopted, and, so far as our 
knowledge extends, almost invariably with 
success. But when wecome to consider the 
question in relation to fire insurance, the 
conditions are so different that the problem 
becomes a much more complex one. In 
the case of a manufacturer or merchant 
each employe is given a pro rata share of 
the entire annual profits in proportion to 
the amount of wages. The interest of each 
employe, therefore, lies in making the 
business of his employer more profitabJe as 
a whole, and this interest on the part of the 
employe in the business of the employer 
is undivided. 


¥ 


In the fire-insurance business, however, 
the situation isdifferent. Under the agency 
An Absence of  ‘*7Ste™ a8 it is _con- 
Mutual Interest. ducted today, the inter- 

est of the agent is not 
bound up with a single employer, but in 
the majority of cases is divided among a 
number of employers. Furthermore, it is 
proposed that each agent shall share ac- 
cording to the profits of his own agency 
and not the entire profits of the company. 
We thus have a divided interest between a 
number of employers on one hand and a 
complete absence of mutual interest be- 
tween all the agents of a single company 
on the other, —a situation diametrically 
opposed to that of the manufacturer or 
merchant who shares his profits with 
employes. Hence, while we may admit 
that the profit-sharing system is correct in 
theory, we must also agree that there are 
conditions which tend to render its appli- 
cation impracticable so far as fire insurance 
is concerned. 

A careful study of the situation must con- 
vince any impartial observer that the com- 
plicated relations existing in the fire-insur- 
ance agency business makes it doubtful 
whether the proposed contingent commis- 
sion is in line with good economics or not. 
If the agent shares only in the profits of 
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his own agency his profits under the con- 
tingent part of his contract would be very 
largely of a speculative nature. The law 
of averages in fire hazards would control 
only in a slight degree. With this element 
of speculation there would also arise a very 
serious moral hazard, for circumstances 
might easily arise in which it would be 
possible and profitable for the agent to 
manipulate lines between the different 
companies in his agency and to divert busi- 
ness from the companies whose losses have 
already obliterated his chance of profit for 
the current year. 

It is not an answer to this argument to 
say that this moral hazard will equalize 
itself throughout all the agencies of the 
company. To adopt any system of com- 
pensation which opens an opportunity for 
increased fraud is not in accord with good 
business principles. 
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Contingent commissions are by no means 
unknown in fire insurance. The plan has 
No Past been tried by a number of 
Experience. °°™Panies with more or less 

perience 

success. One large agency 
company in particular has used the plan 
almost entirely, and its apparent success 
has been cited by the advocates of the con- 
tingent commission as an argument in 
favor of its universal adoption. But, while 
we may admit that the contingent commis- 
sion has been helpful to this particular 
company, there is no means of knowing 
how much of its success is due to its 
intrinsic merit and how much to the fact 
that it pays contingent commissions while 
all other companies are paying flat. It can 
readily be seen that a company paying 
contingent commissions in an agency 
where all other companies are paying flat 
commissions would be likely to benefit 
thereby; but the situation is entirely 
different from what it would be if all the 
companies were paying a contingent com- 
mission. In other words, we do not believe 
that the experience of this company, under 
the conditions named, can fairly be cited 
as an evidence that the universal adoption 
of a contingent commission, would be a 
wise thing. In fact, there appears to be 
very little past experience which has not 
been either spasmodic or isolated, and 
which, therefore, sheds very little light 
upon the situation. 
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In considering the question impartially 
we must recognize that the agent is 
Why Agents Seck ee Ped ag of 
the Change. erest in as ing ort , 

change. We may as- 
sume, without fear of contradiction, that 
the agents who advocate this change ex- 
pect to increase their incomes thereunder. 
This they can do either by increasing gross 
premiums or by increasing profits, or both. 

It is contended that the contingent com- 
mission will tend to interest agents in the 
maintenance of profitable rates. This is 
probably true. It is also contended that it 
will improve the moral hazard by leading 
the agents to reject doubtful risks. This 
proposition is somewhat more problematic, 
for the rejection of doubtful risks means a 
reduction in gross premium income, and, 
with a very marked decrease in flat com- 
missions and a contingent interest more or 
less speculative, it is a question whether 
the contingent commission will result in 
any marked improvement in the selection 
of risks. It seems to us that there will be 
a tendency on the part of the agents to 
cover the moral hazard by increasing the 
general level of rates rather than by a 
better selection of risks. This would be 
detrimental to the public at large, and 
would in time react upon the business. 

The strong sentiment on the part of 
Texas agents in favor of contingent com- 
missions may be inspired by the fact 
that under the newly enacted anti-trust law 
the companies will be compelled to rely 
upon their agents for the maintenance of 
rates, and the agents consider that under 
such circumstances they will be able to 
maintain rates at a level which will make 
it possible for them to realize better results 
under the combined flat and contingent 
commission proposed than under the pres- 
ent flat commission. 

It is not improbable that the companies 
may consent to put the proposed change 
into operation so far as Texas is concerned. 
The experiment would be interesting and 
profitable. Probably no plan will be 
adopted which does not universally substi- 
tute the new system for the old. There 
are very many agents who prefer the pres- 
ent method. If profit-sharing is adopted it 
should be either upon the entire business 
of the company or upon the entire business 
of the state. Profit-sharing ought to follow 
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about the same lines of averages applied in 
the making of rates. The objections to 
profit-sharing by individual agencies seem 
to be too serious to be ignored. 


¥ 


The loss of large lines of cotton, tobacco 
and whiskey in the South, as well as the 
The Agent and airy of property ab- 
Ge Becher, sorbe by the trusts to 

brokers in large cities, 
continues to present a momentous problem 
for the local agent. The question attains 
to different degrees of importance in differ- 
ent parts of the country. In the South it 
has reached its most acute aspect, and this 
is mainly due to the fact that southern 
agents have attempted to enforce a rule 
prohibiting the payment of commissions to 
non-resident brokers. The agents have 
insisted — particularly since the success 
attending the procurement of signatures to 
the overhead writing list—that the full 
commission shall be paid the local agency 
writing the business without division with 
an outside broker. The companies have 
felt that toacquiesce in this ruling would 
result in the loss to them of a great deal of 
business because of their inability to pay 
the customary commission to the broker 
controlling the insurance. This circum- 
stance has led the companies to take an 
important step in favor of the broker and 
in so doing they have extended a strong 
backing to him. We refer to the recent 
action at Philadelphia. 

The Southern agent, having taken his 
stand, will either have to advance or re- 
treat. An attempt made on the part of the 
South to secure the backing of the National 
Association was unsuccessful, merely be- 
cause the interests of the agents of the 
other sections were not so closely affected 
by the question. The South, therefore, for 
the present at least, will be obliged to fight 
this issue unaided. If there is harmony 
enough among the agents of the Southern 
States, and if they are sufficiently organized 
in all localities, there is no doubt but that 
they could put up a very stiff fight in the 
matter of brokerages. If they could pre- 
sent a solid front to the companies they 
might be successful in enforcing their 
views. It would bea question of endurance 
between the agents and the companies, or 
more properly, perhaps, it would involve 
a question of choice on the part of the 
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company between its agent and the broker. 
There may be a difference of opinion as to 
whether it is a wise thing for the agents to 
engage inthe contest, but their rights in 
the matter must exist largely in their 
power to enforce. In the new relations 
which are arising between the companies 
and agents there will come necessarily a 
change of opinion regarding the so-called 
rights and privileges of either party. It 
is veiy difficult to draw the line between 
the prerogatives of the companies and the 
agents. It is not a question of ethics, but 
one of economic conditions and tenden- 
cies which are the outgrowth of self-in- 
terest. That self-interest which eventually 
triumphs will be accepted as right. 


a 


In response to the suggestions made at 
the Buffalo meeting of the National Asso- 
ciation of Local Fire Insur- 
The Agency i gee 
Movement. ones: Re. Tae Cae ae 
ganizations are strengthen- 
ing themselves, particularly among the 
country agents, both for the purpose of 
fighting adverse legislation and maintain- 
ing the prestige of the agency movement. 
Elsewhere in this number Pres. C. H. 
Woodworth discusses tersely and vigorously 
some of the criticisms of. the overhead 
writing list and touches upon other prob- 
lems now before the local agents. 

After considering the matter the national 
association decided it was impracticable to 
accept the invitation of the Civic Federa- 
tion of Chicago to attend the trust confer- 
ence in that city, but the National Board of 
Fire Underwriters was represented ‘by an 
efficient committee, and local fire insurance 
agents were also in attendance. In accord- 
ance with the resolution adopted at Buffalo, 
a committee of agents, including President 
Woodworth, attended the conference of 
Governor Sayers of Texas at St. Louis. 

During the past month President Wood- 
worth has issued the following statement 
in regard to the action upon multiple 
agencies: 

‘The National Association of Local Fire 
Insurance Agents desires that there be no 
possible misunderstanding of the resolu- 
tion passed at the last meeting referring to 
multiple agencies. 

“The word ‘territories,’ as used in the 
resolution, was not entirely satisfactory to 
its author, but was taken because no better 
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one suggested itself at the time. The un- 
questionable intent of the convention and 
the natural interpretation of the language 
used indicate that the resolution applies 
only to cases where companies have two 
or more agents in any one of the terri- 
tories, fields or agencies which each com- 
pany makes for itself. 

“‘Where the population of the territory 
allotted by the company to any agent does 
not exceed 100,000, the request is that no 
other agent be maintained by the company 
for the same territory, and where the pop- 
ulation of the territory allotted by the 
company to any agent exceeds 100,000, the 
request is that all interested confer, with 
a view to the reduction of each com- 
pany’s local representatives to a reasonable 
minimum. 

“Any suggestion that will make the in- 
tended meaning of the resolution clearer 
will be welcomed.”’ 
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The Western Union met at Niagara Falls 
September 12, 13 and 14, and adjourned 
Th. Western without the dissolution 
Union Meeting. which some had predict- 

ed. Radical changes 
were made in the organization’s commis- 
sion plank, the orthodox fifteen per cent 
flat being abandoned in favor of a graded 
commission of fifteen, twenty and twenty- 
five per cent, according to the class of 
business. This advance in commission 
will be paid to agents who agree to repre- 
sent only union companies. This involves 
a practical attempt to effect separation in 
agencies. The union will now engage in 
an active war with outside companies, and 
has relinquished control of large cities and 
established open commissions in Chicago, 
Milwaukee, St. Louis, Cleveland, Cincin- 
nati and Louisville. 

The Chicago Jimes- Herald says: ‘ Legis- 
lation was adopted whereby a company may 
not be represented in the union for one 
part of the field and not another. New 
rules also require that annexes or company 
tenders must be represented on the mem- 
bership rolls as well as the parent com- 
pany. This will have an effect in several 
directions. It is believed that under the 
present plans the union will gain consider- 
ably in membership. Anywhere from ten 
to twenty new members are predicted for 
the organization as soon as the general 
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effect of the legislation becomes known. 
A new union rule prohibiting reinsurance 
in non-union companies is also expected to 
have weight in determining a number of 
outside companies to join.” 

It is also understood that the union de- 
clared against overhead writing and adopted 
a rule which would tend to give local 
agents protection against city brokers plac- 
ing large lines of insurance under schedule. 
The committee appointed to prepare a joint 
classification of risks was discharged. 
Notwithstanding the efficiency of its chair- 
man, Mr. A, F. Dean, very little progress 
has been made, owing to the disinclination 
of the companies to pool their experiences. 
The question of classification was referred 
to the National Board of Fire Underwriters. 

During the progress of the meeting a 
joint conference of committees from the 
Western Union, National Board, South 
Eastern Tariff Association, New England 
Insurance Exchange, New York State 
Association, Middle Department Associa- 
tion, and local boards of New York, Phila- 
delphia, Chicago, Pittsburg, Buffalo, and 
other cities, was held, and after consider- 
able discussion, in which auy attempt to 
interfere with existing organizations was 
disclaimed, the following resolution was 
adopted : 

‘* Resolved, That a committee be appointed 
to prepare a scheme for managing these 
subjects of lighting, heating, fire alarms, 
sprinklers and other appliances that may 
be referred to it, similar to that adopted 
for managing the electrical bureau, and 
that the committee be constituted by the 
appointment of a member of the proper 
committees of the National Board, Western 
Union, South Eastern Tariff Association, 
and other associations with the experts 
of the several associations, in order to 
secure uniform practices, which committee 
shall report its conclusions to the presi- 
dent of the National Board for pro- 
mulgation.”’ 


* 


The supreme court of New Jersey has 
just decided that a policy of insurance in- 
demnifying against ex- 
cess losses, upon policies 
to be issued subsequently, 
is invalid, because the company indemni- 
fied has no insurable interest at the time of 
the contract, which becomes by this fact a 
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wager contract and therefore void under 
general law. This decision is rendered in 
a suit brought by the Sun Insurance Office 
to recover $25,000 from the New Jersey 
State Fire Association, under a policy issued 
by the latter October 13, 1897. Inthis policy 
contract it was agreed that the Lloyds 
Association should pay all losses suffered 
by the Sun, in excess of $172,500, between 
September 1, and midnight December 31, 
1897, up to the sum of $25,000. Under this 
contract the Sun presented a claim for the 
entire $25,000 at the close of the year. The 
association declined to pay and when sued 
entered a demurrer claiming that the policy 
was a wager contract and therefore void. 
The court sustained this demurrer, in so far 
as it referred to policies which might be 
issued after the date of the contract. The 
court says: 

‘‘As has been shown the right to procure 
contracts of reinsurance is grounded upon 
the insurable interest arising out of the 
original contract of insurance. Before the 
latter contract comes into existence the 
insurer has no insurable interest in the 
property. In this court it seems settled 
that a contract insuring the life of a person 
may be supported in favor of one who has 
no insurable interest in that life. But this 
court recognizes a distinction between such 
contract and a contract insuring against 
loss by fire, and has declared that the latter 
is a contract which requires an insurable 
interest in the property to give it validity. 
A contract to insure property against loss 
by fire in favor of one having no insurable 
interest therein is a wagering contract, and 
void as against public policy. With respect 
therefore to the indemnity against loss dur- 
ing the period named, against insurance 
policies written by the company after the 
insuring of this policy, this contract is void. 
The general rule in respect to insurance 
contracts which are invalid in part is that 
if the consideration is single and the con- 
tract entire and not separable the whole 
contract is void.’’ 

It will be observed that while in this par- 
ticular case, owing to the terms of the con- 
tract, it is voided in its entirety, the decision 
does not affect the validity of excess insur- 
ance procured to protect an insurable in- 
terest in policies already issued. It is 
understood that an appeal from the decision 
will be taken. 
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Since this finding the supreme court of 
Massachusetts has rendered a decision in 
the case of the Boston vs. Globe Fire and 
Insurance Company of the State of New 
York, in which the circumstances are pre- 
cisely the same. The Massachusetts court 
denies the claim of the defendent that the 
contract is a wager contract and finds for 
the plaintiff in the sum of about $30,000, 
holding that the insurance of excess losses 
on policies to be written is as valid as the 
same insurance on policies already written. 


¥ 


That the modern high building in large 
cities has come to stay is beyond question. 
. Business conditions de- 
Protection of ; : 

; “a3: mand it and progress in 
High Buildings. building has kept pace 
with the requirements of commercial life. 
There has, however, been a lack of 
adequate protection against fire, that is, 
outside of structural features. These high 
buildings practically render modern fire 
department methods obsolete. The rapid- 
ly changing character of city structures 
makes the adoption of new methods necces- 
sary. The solution so far as water is con- 
cerned seems to be in a gravity supply 
under extraordinarily high pressure or in 
a salt water system under heavy mechanical 
pressure at shore ends. Where neither of 
these systems are at present available, as 
in New York City, the situation is being 
met by the installation of standpipes con- 
nected with street hydrants to which the 
fire department, in case of emergency, can 
attach engines. 

The fire in the Home Life Building in 
New York City last December, while show- 
ing the value of high buildings as fire 
checks and also illustrating the fire-resist- 
ing qualities of structural features, strik- 
ingly revealed the lack of protection from 
established fire department facilities. In 
the reconstruction of the damaged portions 
of the building the deficiencies have been 
met by the installation of a 4-inch stand- 
pipe from cellar to roof tank, with 24-inch 
outlets with hose connections at each floor, 
and upon the roof. This pipe is connected 
with a street hydrant with Siamese coup- 
lings for independent fire department use, 
and also with a roof tank, the regular city 
supply, and with the pumps used in con- 
nection with the building. This 4-inch 
pipe is also connected with a 3-inch stand- 
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pipe originally installed in the building. 
The latter is in the rear of the building 
and the former at the front. The building 
appears, therefore, to be as adequately pro- 
tected as present conditions will allow. It 
is understood that the same improvements 
have been introduced in many other high 
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buildings in New Vork. The standpipes 
are not only valuable fire fighters so far as 
the protected building itself is concerned, 
but it is also believed that the roof nozzles 
may, in case of emergency, be effectively 
used to direct streams against adjoining 


property. 


LIFE INSURANCE. 


The Equitable Life Assurance Society 
and its President, Mr. James W. Alexander, 
continue to hold the center 
of the stage. The eyes of 
the life insurance world are 
today fixed upon this company and its new 
executive head. Mr. Alexander has by 
training, circumstance, and natural ability 
taken the foremost position in the reform 
movement which is now agitating the busi- 
ness of life underwriting. 

Those who have watched the progress of 
life insurance and observed its marvellous 
growth during the past fifty years, and 
who, in looking into the not distant future, 
see it assuming its place as the first institu- 
tion in the land, have not failed to recog- 
nize that along with this growth (probably 
in consequence of it) there have sprung up 
practices in the business which do not 
promote its best good. Life insurance in 
America is something of which this coun- 
try may well be proud. Its growth as a 
whole has been an honorable one; the in- 
telligence and energy applied to its devel- 
opment have been of the very best. No 
one engaged in the business need be 
ashamed of his identity; on the contrary, 
he should be proud to be numbered in that 
great army of workers which is today 
preaching the life insurance propaganda. 

But as we know that the best, the great- 
est and the most enlightened forms of gov- 
ernment are far from perfect, and that all 
human institutions, no matter how wisely 
planned or nobly inspired, have never yet 
been free from defects and abuses, so the 
student of life insurance recognizes that 
practices have attached themselves to this 
business which are deeply to be deplored. 
As already intimated these imperfections 
may be due more to the rapid extension of 
the life insurance idea, particularly during 
the last two decades, than to the initiative 
of those engaged in the prosecution of the 
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business. In its efforts to keep pace with 
the increasing and varied demands of the 
people, many of the fundamental principles 
and safeguards have been perverted and 
neglected. Sorapid has been the assimila- 
tion of life insurance and so popular has it 
become with all classes of people, that it is 
not strange more emphasis has been placed 
upon the amount of business transacted and 
less upon the principles of safety and 
equity. On the contrary it is a testimony 
to the strength and capacity of those in 
whose hands this great business rests that 
they have, notwithstanding these circum- 
stances, held to enduring principles of suc- 
cess. The foundations of life insurance are 
firm; the walls are secure; the whole struc- 
ture is one of fair perfection, in which the 
defects quitedisappear. But the defects are 
there nevertheless, and if allowed to extend, 
may in time endanger its stability. 
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During the past decade the drift in life 
insurance has been away from conservatism 
Ri and economy toward exces- 

ise of . 

C : sive liberality and waste. 
om petition. ae te eit ‘udi 

y prejudice 
against life insurance has been swept away 
the labors of the agent as an educator have 
given place to competitive strife. Whereas 
formerly the agent who fought the preju- 
dice against life insurance and convinced 
his clients of its benefits, reaped the reward 
of his labors, in more modern times his 
efforts have been directed more largely to- 
ward repelling the attacks of competitors 
and in convincing the public that his goods 
were better than those offered by any other 
agent. Out of these conditions has arisen 
excessive liberality in policy conditions 
and an increasing waste of funds paid to 
the agent as commissions, and by him 
passed on to the insured in the form of re- 
bates, as the final and conclusive argument 
against the competitor. 
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It is perhaps significant that with. the 
opening of the twentieth century, and with 
every indication that the prospects of life 
insurance are better than they ever have 
been before, that a strong reaction should 
have set in against these practices. How 
far this reaction will prevail, how far 
thoughtful and earnest men will go in 
effecting reforms, how far patrons of life 
insurance are prepared to accept efforts 
made in the direction of economy and 
greater equity, remains to be seen. But 
the signs are not wanting that within the 
next two or three years some great changes 
will be made in the methods of doing 
business. 
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The most important of these and the one 
which will first receive attention is that of 
agency compensa- 
tion. It is generally 
admitted that compe- 
tition in commissions has about reached 
its limit. It has attained about a point 
beyond which no company can with safety 
go. The present method of agency com- 
pensation not only represents excessive 
expenditures, but results in kindred evils 
which make the situation doubly threaten- 
ing. With practically no difference in the 
premium rates of the various companies, 
competition as to price has confined itself 
to secret rebating on the part of agents, 
who have in this way paid to favored ap- 
plicants a portion of the commission 
allowed them by the company. Without 
discussing the moral effect of this practice, 
it is sufficient to record the efforts which 
have been made to suppress the practice on 
its commercial side: First, state legisla- 
tion enacted through the efforts of agency 
associations ; second, attempts on the part 
of these associations to render the practice 
obnoxious by agreements and resolutions ; 
third, an agreement between the companies 
to discharge any agent detected in rebating. 

While these attempts have been by no 
means ineffective and have tended to ren- 
der rebating discreditable, yet they have 
not accomplished the object aimed at, 
namely, protection against this kind of 
competition. Today, all other things being 
equal, the company paying the largest 
commission will get the business. Those 
who have had an opportunity to observe 
rebating in all its phases have +become 
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convinced that it is not possible to stop 
this practice, that in some form or other it 
has existed and always will exist so long 
as two parties can come together, one of 
whom is willing to ask for, and the other 
to give, a secret concession. But it is 
recognized that under different conditions, 
and with proper restrictions, this evil can 
be so handled that it will not result in the 
present waste of company funds. We re- 
cur to the following statement made in the 
July number of this magazine: 

“It is immaterial whether the actual 
number of rebate cases is greater under 
high than under low commissions, so long 
as there is a large increase in the waste of 
funds used for this purpose. It is a matter 
of some moment to the policy-holders of 
American life-insurance companies upon 
whom this waste must fall, whether the 
sum of $1,000,000 or $10,000,000 is annually 
paid to favored applicants in the form of 
rebates. We may recognize it as impos- 
sible, without some radical change in 
human nature, to save the $1,000,000 which 
will annually be spent in rebating under 
any circumstances, but it is perfectly pos- 
sible to save the additional $9,000,000 which 
under high commissions is merely handed 
over to the agent and by him passed on to 
the favored applicant. A rebate of Io per 
cent on the first premium is wrong, but it 
isnotridiculous. A rebate of fifty, seventy- 
five or ninety per cent is ridiculous, and it 
is this foolish and unjustifiable waste of 
funds which has discredited the business 
and brought it under public criticism.”’ 


> 


But the aim of thinking underwriters is 
not to stop rebating (a fond and impractic- 
able dream) ; it is 
to stop the present 
competition be- 
tween agents and to restore the business to 
greater economy and greater equality be- 
tween policy holders. This cannot be 
accomplished merely by a reduction or a 
change in methods of compensation, unless 
it be accompanied also by an agreement 
between the companies for a uniform basis. 
The problem is the elimination of competi- 
tion upon commissions, a problem which 
nearly every other business has faced and 
attempted to solve, but which life insur- 
ance, up to the present time, has studiously 
avoided. When the National Association 
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of life underwriters at its meeting in 
Buffalo in July adopted a resolution in 
favor of renewal commissions, it was stated 
upon the floor of the convention, and so 
understood in taking this action, that the 
change could not be put into execution 
without an agreement between the com- 
panies. It was recognized that not only 
was a change in the form of compensation 
desirable, but that a uniform commission 
was essential. In other words the efficacy 
of this action as related to the rebate 
problem was virtually admitted to be the 
suggested elimination of competition and 
not the new plan of compensation. 

When the Equitable Life Assurance 
Society at its fortieth anniversary declared 
its intention to substitute the renewal for 
first year’s commissions, it apparently en- 
gaged in the contest unaided. But the 
Equitable does not expect to maintain its 
position alone. It knows that it has the 
support and endorsement of a majority of 
the companies. The action of the Equit- 
able and the National Association is but the 
public manifestation of forces which have 
long been at work in life insurance. The 
great majority of companies are now pre- 
pared for the change in agency compensa- 
tion; but what is of more significance, 
they are prepared to discuss the question 
of a uniform commission. 


¥ 


A number of the companies, party to the 
anti-rebate agreement, will probably with- 
draw from this agreement 
unless something is done 
upon the commission 
question. They have seen that with open 
commissions and unrestricted competition 
between agents, the rebate agreement does 
not accomplish the purposes for which it 
was devised. Many of the companies have 
adhered to their obligations; others have 
not. Those who have not have reaped an 
‘advantage in the procurement of business, 
merely because they have paid higher com- 
missions. The anti-rebate agreement will 
have to be abandoned or a commission 
agreement adopted. 

If such an agreement is adopted it is de- 
sirable that first year’s commissions shall 
be reduced to within the loading provided 
for expense, and that renewal commissions 
shall be increased to a figure which will 
enable the honest and industrious agent to 


Feeling of the 


Companies. 


159 


equalize the loss from lapses. There are 
many differences of opinion as to what the 
rate of commission should be under the 
proposed change. The Insurance Press of 
New York (which is credited with speaking 
for the Equitable in this matter, how 
rightly we cannot say) suggests a first 
year’s commission of twenty-five per cent 
and a renewal of ten per cent. 

In presenting this proposition the Press 
states that the average life of a policy is 
seven years, and that the agent would in 
consequence realize an average of ‘eighty- 
five per cent of the first year’s premium for 
every policy which is placed. This, it will 
be observed, is considerably larger than 
the average first year’s commissions paid 
today, and to the agent who keeps all of 
his commission, is much more advantage- 
ous than the first year’s commission, mak- 
ing due allowance for loss on lapses. We 
do not know upon what basis the Press as- 
sumes the average life of a policy, but pre- 
sume it is substantially correct. There is 
one point which deserves consideration. 
If the average life of a policy under pres- 
ent methods of compensation is seven years, 
we think it may be assumed with compara- 
tive safety, that under a renewal contract, 
with the added inducement given the 
agent to hold the business, the average life 
of a policy will be increased by two or 
possibly three years. Assuming the former, 
the agent’s compensation under the renewal 
contract would be 105 per cent of the first 
year’s premium, making the renewal con- 
tract even more attractive. 


> 


It seems probable that the disposition of 
a number of companies toward the anti- 
A Convention May rebate sgumnment 
will soon necessitate 

Be Necessary. ‘ 
a call of companies 
to consider the future of that agreement. 
If this is done the commission question is 
sure to be discussed. It is not known how 
far President Alexander is prepared to go 
in regard to uniform commissions, but it 
is not too much to say that the majority of 
companies are hoping that he will assume 
the leadership in such a movement. Since 
Mr. Alexander’s address, delivered before 
the insurance commissioners’ convention 
this month, (an address which has made a 
profound impression, both because of its 
evident deep sincerity and careful state- 
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ment of fact) it has become apparent that 
the Equitable Life Assurance Society de- 
sires the co-operation of other companies 
in effecting certain reforms and improve- 
ments. The matters specifically men- 
tioned were excessive surrender values, 
over-liberal policy conditions and a three 
per cent reserve. He does not touch upon 
the question of compensation to agents, 
except in the following remark : 

‘‘There is room for legitimate competi- 
tion in the skill with which the respective 
companies are managed, in such respects 
as the forms of policy; the ingenious com- 
binations of figures within the proper 
limits of safety and cost of handling; the 
methods of propaganda ; the care and im- 
provement of funds; the employment and 
payment of agents, and other particulars. 

This might make it seem that while Mr. 
Alexander favors renewal commissions as 
a substitute for first-year’s commissions, he 
is not prepared to enter into an agreement 
for uniform commissions. And yet it is 
difficult to see how the Equitable can main- 
tain its position on compensation without 
co-operation, or that it believes that it can. 
In fact, Vice-President Tarbell has said re- 
cently, ‘‘The only sure way to put an end 
to the evil of rebating is to remove the in- 
centive, and the only way to remove the 
incentive is to effect co-operation among 
the companies in the method of paying 
commissions.”’ 


¥ 


The difficulty which the Equitable is 
likely to encounter in standing alone is al- 
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Equitable’s Position, the Chicago depart- 
ment of this com- 


pany it seems that a reduction in commis- 
sions was almost immediately announced 
after the anniversary meeting in July. As 
a result a large number of agents left and 
entered the service of a rival company. 
This action was not due to any dissatisfac- 
tion with the company or its manager, on 
the contrary, they were both held in the 
highest esteem, but entirely to the fact that 
the rival company paid higher commis- 
sions. It is very clear that agents who 
have been in the habit of operating upon a 
high first year’s commission, will not be in- 
clined to accept the new form of compensa- 
tion so long as they can continue the old 
methods in the service of another company. 


Insurance Economics. 


If the Equitable can replace these men by 
active and intelligent solicitors who are 
willing to work under a renewal commis- 
sion, they can probably produce the large 
amount of business necessary to maintain 
the position now held by this great com- 
pany. 

The Equitable has intimated that it will 
be satisfied to write about $100,000,000 per 
annum, but although this is less than the 
company has been writing for some years 
past, it is a sum that will require a large 
and successful agency force to produce. It 
may not be impossible for the company to 
secure and hold such an agency force, but 
with the majority of agents educated up to 
the high first year’s commission, and with 
this plan of compensation maintained by 
other great companies, the tendencies 
against which the Equitable must fight 
will be very strong, perhaps irresistible. 

The sincerity of the Equitable’s desire to 
accomplish reform cannot be questioned, 
but it would be unreasonable to expect the 
company to conform to a plan of compen- 
sation which tended to lessen its prestige 
in the eyes of the public. Under the cir- 
cumstances it would seem as though the 
Equitable would be compelled to seek co- 
operation in the matter of commissions. 
As already stated, a majority of the com- 
panies would willingly effect this co-opera- 
tion upon any reasonable basis. 

Among the doubtful companies are the 
Mutual, New York and Northwestern. 
There are some who believe that the 
Mutual is prepared for co-operation, but 
the New York Life is known to favor a high 
first year’s commission. Its president, John 
A. McCall, has recently said that so far as 
the question of lapses was concerned, he 
could not see that they were any larger in 
the company paying high first year’s com- 
mission than in the company paying re- 
newal commission. The New York Life 
prides itself on its distinctive and original 
methods of compensation to agents. It 
would probably be the last company to con- 
sent to a uniform commission. As to the 
position of the Northwestern attention is 
called to a statement by Vice-President 
Willard published elsewhere. 

Possibly the Equitable and the balance 
of the companies, excluding the Mutual, 
New York Life and Northwestern, would 
be willing to enter into an agreement, 
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trusting to public opinion to maintain them 
in their fight. But public opinion in these 
days is a very doubtful and uncertain 
quantity, and cannot always be trusted to 
uphold that which is best against that 
which is not so good. Perhaps we ought 
not to say that a first year’s commission 
which is in excess of the loading for ex- 
penses, is any worse from an economic 
point of view, than the renewal commission 
which does not exceed the expense loading. 
That must be determined by results to the 
particular companies adopting the different 
methods of compensation; but the renewal 
commission is certainly better from a scien- 
tific point of view, because it conforms 
strictly to the expense element of the 
premium, and does not encroach upon sur- 
plus funds or subject the company to so 
large a loss in the case of lapse. 


a 


At the annual convention of insurance 
commissioners this month the question of 
rebating came up 
for discussion, as 
anticipated. The 
matter was introduced by Auditor Hart of 
Indiana who favored drastic legislation, 
even to revoking the license of companies 
whose agents are detected in rebating. He 
offered the following resolution: 

“That the National Convention of In- 
surance Commissioners looks upon the evil 
of rebating as the one serious menace to the 
continued prosperity of life underwriting. 
It has become so general as to threaten 
demoralization. It is dishonorable, and 
has no place in the legitimate business of 
life indemnity, and unless sincere, heroic 
and effective measures are at once taken to 
stop it, we favor such législation that will 
meet the consequences of the increasing 
evil, even to the point of revoking the 
licenses of the offending companies.”’ 

The matter was referred to the executive 
committee with instructions to report at 
the next convention. The sentiment ofthe 
commissioners was strongly against the 
radical action proposed. It is understood 
that rebating has been very prevalent in 
Indiana, which perhaps accounts for Mr. 
Hart’s extreme position ; but his suggestion 
in regard to the revocation of company 
licenses would not for a moment be sus- 
tained by public opinion. We do not need 
any more law upon the rebate question 


State Commissioners 
on Rebating. 


until the futility of the present laws has 
been thoroughly proven. Very little effort 
has been made on the part of state commis- 
sioners to test and execute these laws. 
There is no reason why the departments, 
as representatives of the state which passed 
these anti-rebate laws, presumably in re- 
sponse to a public demand, should not en- 
ter upon a vigorous campaign against, re- 
bating agents. A few convictions and fines 
would have a deterrent effect upon the 
practice. If after such an attempt, thor- 
oughly and honestly made, the laws prove 
ineffective, and do not accomplish that for 
which they were designed, then they should 
be repealed. A law which depends for its 
efficiency solely upon the moral effect it 
exercises, will soon become weak and inef- 
ficient. If no effort is made to enforce it 
its moral effect vanishes, and it had better 
be repealed than remain a dead letter upon 
the statute books. 


¥ 


At the annual convention of the National 
Fraternal Congress at Chicago last month 
a new table of rates was 
adopted for the use of all 
fraternal associations. 
These rates are fixed according to the mor- 
tality experience at age of entry, and range 
from $10.62 at age twenty to $51.13 at age 
sixty. The new rates were only adopted 
after a warm discussion and strong opposi- 
tion. This action indicates that not only 
are the fraternal orders copying more 
and more to scientific methods of life in- 
surance, but that they are taking more of 
the garb of pure business organizations, in 
which the feature of fraternalism plays a 
very small part. The following concise 
and instructive analysis of the annual re- 
port made to the fraternal Congress is 
taken from the of Toronto, 
Canada. 

“The annual report contains facts 
and figures relating to forty-six orders. 
While the aggregate shows an increase of 
membership, the distribution is far from 
satisfactory. The percentage of new mem- 
bers for 1898 was 21.76 as compared with 
21.02 for 1897, and of the whole increase 76 
per cent, or more than three-quarters, be- 
longs to only five orders. A slight im- 
provement is shown in the lapse element, 
but here again the improvement is more 
apparent than real, being on the aggregate, 
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and highly unsatisfactory when viewed in 
connection with individual orders. In 1898 
the lapses were 94 per thousand of certifi- 
cates in force compared with 100 per 
thousand in force in 1897. Nevertheless, 
the terminations by lapse are still eleven 
times more numerous than those by death. 
In this connection it is worthy of note that 
in those orders composed entirely of women 
the lapses constitute only 9 per thousand of 
certificates in force. The death rate among 
the orders shows a very steady increase year 
by year among the larger and older orders, 
in ten years from 1888 to 1898, the rate 
having increased 50 per cent, and this not- 
withstanding the fact that in these twenty- 
one large and old orders the membership 
has increased more thana million. In 1888 
the death rate was 7.22, in 1893 it was 9.34, 
and in 1898 it was 10.84. These facts must 
be viewed in conjunction with the new 
membership to ascertain their real signifi- 
cation to these older orders, thus the mem- 
bership of the orders having a death rate 
of 10 per 1,000 and more has in some cases 
actually decreased, in other cases remained 
stationary, and in a few shown a very small 
increase, and these are the orders that par- 
ticularly need large influxes of ‘‘new 
blood,’’ and indeed this principle is funda- 
mental in the working of fraternal insur- 
ance, and without it an order runs down as 
surely as a watch that is not constantly and 
sufficiently wound up. The cause of this 
state of affairs is now a matter of common 
knowledge, and figures are only interesting 
as a gauge of the intensity of this cause, 
namely that the new membership goes to 
the new orders with small death rates. In 
nineteen orders of the old class the mem- 
bership increased in 1898 by 2,415 only 
while twenty-seven orders showing a death 
rate below average show an increased mem- 
bership of 217,282. In other words, these 
low-rate orders with a membership only 
one-haif as large again as the others re- 
ceived one hundred times the net gain. 
The effect of this is to greatly embarrass 
the older orders, and this state of embar- 
rassment will inevitably increase with 
ever accelerating rapidity,and include in its 
march every order in turn. The congress 
attributes this to competition, but it is more 
natural to see in it the natural and unaided 
selection of the members against the older 


orders.’’ 
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Considerable interest in life-insurance 
circles attaches to the fact that Mr. Charles 
A. Hawley has 
been made actu- 
ary of the Con- 
necticut insurance department under the 
new commissioner, Mr. E. lL. Scofield. Mr. 
Hawley has for many years been connected 
with the New York office of the Home Fire 
Insurance Company. He is described asa 
man of thorough integrity who has made a 
study of acturial and statistical science. It 
is understood that Mr. Scofield’s selection 
of Mr. Hawley presages some important 
changes in the methods and practices of 
the department, especially in the matter of 
life-insurance. The gain and loss exhibit, 
which was the product of the late W. D. 
Whiting, has never proved wholly satisfac- 
tory in its results, and has been the subject 
of constant criticism and comment. There 
is very little objection to a gain and loss 
exhibit provided it shows what it is de- 
signed to show. But it is a well-known fact 
that the exhibit as published by the Con- 
necticut department is not strictly accurate, 
that many of its figures are based upon esti- 
mates, and that conclusions derixed there- 
from are often wide of the mark. It is 
expected that Mr. Hawley will address 
himself to its defects and increase its value 
as a statistical exhibit, or abandon it alto- 
gether. 

It is not improbable, also, that the Con- 
necticut department will give attention to 
the practice instituted under the influence 
of Mr. Whiting, of allowing life-insurance 
companies to issue a contract which in 
theory makes the first year term insurance 
renewable at the end of the year for a 
period of nineteen years, if it be a twenty 
year endowment, and for similar irregular 
terms on other forms of policy, charging, 
however, the same, or substantially the 
same, premium throughout the whole 
term. So that in practice this merely 
amounts to taking the reserve on the first 
year’s premium and using it for expenses, 
which is the purpose for which this peculiar 
form of contract was devised. Strenuous 
attempts were made, both in Connecticut 
and Massachusetts to secure the adoption 
of a rule allowing this confiscation. Some 
of the influential insurance papers were 
induced to favor the project and it is under- 
stood that very liberal rewards were offered 
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the promoters of this proposition. In 
Massachusetts the plan was promptly 
thrown out of court, but in Connecticut 
the department was induced to accept the 
form of contract described above, possibly 
in the belief that it could not do otherwise. 
As a result, there is a difference of over 
$200,000 in the reserve charged the com- 
pany which has most generally adopted 
this first year’s term policy, between the 
reports of the Massachusetts and Connéct- 


icut departments. The surplus given the 
company under the Massachusetts standard 
is, therefore, just so much less. ; 

There is a very strong sentiment in life 
insurance circles against this form of con- 
tract, and it is believed that when the new 
administration of the Connecticut depart- 
ment has carefully considered the matter, 
it will modify the practice in the interests 
of the business as a whole. 


WILL THE MUTUAL RESERVE FUND SURVIVE? 


The Mutual Reserve Fund Life Associa- 
tion of New York is the largest of what 
have been termed the assessment business 
associations. It has recently announced, 
however, that it will conform to the re- 
quirements of legal reserve companies upon 
new business; but this does not affect its 
standing or prospects so far as its present 
plant, built up on the assessment plan, is 
concerned. The New York insurance de- 
partment has just completed an exhaustive 
examination of the association, (not, as has 
been erroneously reported, at the request of 
the association or of its discharged employ- 
es, but on the department’s own initiative) 
and, contrary to its usual practice, has 
made public its detailed report upon the 
matter. The conditions disclosed are so 
serious as to lead to this unusual proceed- 
ing, which the department believes to be 
necessary in the public interest. In addi- 
tion Superintendent Payn has called the 
attention of the State’s attorney-general to 
the facts with a plain intimation that some 
of the acts of the association may call for 
intervention on the part of the State. The 
examination was conducted by Mr. Isaac 
Vandepoel, one of the most experienced, 
careful and conscientious examiners in the 
country. 

As the result of his examination Mr. 
Vandepoel finds the company possessed of 
cash assets on May 16, 1899 (not including 
mortuary and dues resources), of $3,293,067. 
The liabilities are placed at $2,317,560. 
These are the liabilities under the assess- 
ment law, which the State of Massachu- 
setts has recently discarded because of its 
dangerous character, and does not, there- 
fore, include any reserve or other provision 
for meeting future death losses, such as 


level premium companies are by law re- 
quired to maintain. The average reserve 
held by level premium companies is about 
20 per cent. of insurance in force. At this 
rate the reserve liability which the Mutual 
Reserve would be required to hold, if all its 
business were on the scientific basis of 
safety which it has adopted for its new 
business, would be $38,800,000. This may 
not be considered a fair estimate inasmuch 
as the age of the Mutual Reserve is less 
than the average of level premium com- 
panies. But taking one-half of the per- 
centage of reserve held by those companies, 
which would be ultra-liberal to the Mutual 
Reserve, its reserve liability would still 
be $19,400,000, which exceeds its cash re- 
sources by some $16,000,000. 

The reserve fund has decreased $298,535 
since 1897 and the balance above legal 
liabilities has decreased $556,474. 

The liabilities charged are made up main- 
ly of unpaid death claims which amount to 
$2,122,541, a sum which, as compared with 
insurance in force, is aboutten times greater 
than the average of standard ievel premium 
companies. This item of unpaid claims 
has increased $384,657 since December 31, 
1897, while the insurance in force has de- 
creased since December 31, 1896, from $325,- 
026,061 to $194,055,966, or about 4o per cent. 
The number of policies in the same period 
has decreased 35 per cent. 

Mr. Vandepoel states that ‘‘this deple- 
tion of membership and of insurance in 
force has transpired notwithstanding the 
fact that every aid has been extended by 
the association to its members, with a view 
of encouraging the continuance of their 
premium or assessment payments.”’ The 
aids referred to consisted in using the as- 
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sociation’s so-called ‘‘ bond statements ’’— 
which the insurance department under a 
previous examination declared non-en- 
forceable against the association on account 
of the shortage in the contributions to mort- 
uary funds of the members holding these 
statements, and therefore nota liability,— as 
cash and allowing members credit therefor 
in collecting the assessments levied to make 
good this shortage. Superintendent Payn 
characterizes this practice as indefensible, 
particularly since these credits were ex- 
tended apparently only to those who were 
threatening to fight the association on ac- 
count of the increased assessment, while 
others were induced to surrender these state- 
ments under the ruling of the department. 

Concerning these ‘* bond statements ”’ the 
examiner says that at the last examination, 
December 31, 1897, they amounted to $1,- 
626,457, but have since been reduced to 
$742,169 as follows: Applied in payment 
of assessments and dues, $104,626; lapsed 
for nonpayment of assessments and dues, 
$708,032; extinguished by surrender and 
cancellation, $71,629. 

The examiner calls attention to the fact 
that in 1897 the association made an especial 
effort to secure new business, and to that 
end contracted with its general manager to 
” him a stipulated sum weekly 
to be used in procuring business. From 
January 1897 to July 1898, when this arrange- 
ment was closed, the sum so advanced 
equalled $360,915. The portion of these 
loans unpaid constituted the larger part of 
agents’ debit balances ($244,954) on July 1, 
1899. This contract with the general man- 
ager also provided for an over-riding com- 
mission. The sum of $93,810 was paid on 
this account. As to the value of the busi- 
ness secured under this contract, the ex- 
aminer’s report states that of $30,700,000 
written in 1897 but $16,800,000 remained in 
force on May 16, 1899. The report shows 
that of a gross premium of $1,715,870 
charged on this insurance for the first year 
but $338,036 was received in cash, the bal- 
ance being consumed in agents’ commis- 
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sions and debit balances. 

Mr. Vandepoel points out that the associ- 
ation’s increase of assessments has not only 
depleted its insurance in force, — notwith- 
standing strenuous efforts made to get new 
business by the payment of large induce- 
ments to agents — but has also resulted in 


a heavy increase in its legdl expenses. In 
1897 this item was $22,605 ; in 1898, $35,889, 
and for the first five months of this year, 
$53,432. It is stated that there has been no 
increase in litigation, and that a portion of 
these expenses cover payments made to the 
attorneys proposing to contest the increased 
assessments on behalf of policy holders, 
and to retainers apparently given to secure 
‘‘immunity from interference.”’ 

Another fact brought out in the report is 
that a so-called ‘‘contingent fund’’ was 
placed at the disposal of the president of 
the association to be used at his sole discre- 
tion without accounting. The sum of $200 
weekly was paid to the president on account 
of this fund. 

In a statement issued in its defence, the 
Mutual Reserve Fund charges Superin- 
tendent Payn with hostility to the system 
of assessment insurance, and to the associ- 
ation in particular, and claims that he has 
placed the worst interpretation upon all 
the facts presented. The facts contained 
in the department’s report are not denied, 
but only explained. It claims that under 
the assessment law the examination should 
give the association a surplus of $1,750,000, 
instead of $975,000. 

The question for the policy-holders to 
determine is whether or not the association 
can survive. It might if the members 
could co-operate and substitute a new man- 
agement of unquestioned integrity and 
capacity, having no connection, directly or 
indirectly, with the present management. 
We believe it quite improbable that this 
will be attempted. Perhaps it would be 
impossible if it were attempted. Our 
opinion is, therefore, that the association 
will not survive. We base this conclusion 
upon the following facts, disclosed in the 
examination of the New York insurance 
department: 

First: The unpaid death claims are 
abnormal. Its funds and insurance in 
force, particularly the latter, are rapidly 
decreasing. This is due to increased 
assessments and loss of confidence. In- 
creasing death losses must be met by in- 
creased assessments, which results in driv- 
ing members off the books at an unpre- 
cedented rate. The lapsing members con- 
stitute the healthy lives, which seek their 
insurance elsewhere. This results in an 
increased mortality among those who re- 
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main, which must lead toa further increase 
of assessments and a repetition of the de- 
crease in membership. 

Second: The rates of the association 
are unequal, and discriminate in favor 
of some and against other policy holders. 
The only apparent attempt made to equalize 
rates resulted in the retirement of nearly 
fifty per cent of the insurance against which 
the increased assessments were made. This 
indicates that the affairs of the association 
have become so complicated that any at- 
tempt to establish among the present mem- 
bership that equality so essential in a mutual 
life insurance organization, results mainly 
in disaster. 

Third: The present management cannot 
retain the confidence of enough members 
to insure the perpetuity of the Association. 
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It is weak, incompetent and, whether 
voluntarily or involuntarily, has become 
involved apparently in corrupt practices. 
This corruption will naturally attach itself 
to this organization, because to keep up 
the confidence of its members its manage- 
ment must, if possible, suppress the facts. 
This system of corruption will not dimin- 
ish, but will increase, because the Associa- 
tion will need to procure more and more the 
silence of the inquisitive and the critical. 

The Association is being drained by in- 
creasing mortality and extravagant ex- 
penditures. The publicity given to these 
facts by the examination of the New York 
insurance department will so unsettle the 
confidence of members as to make recovery 
under the present management virtually 
impossible. 


THE BEST THOUGHT OF THE BEST MEN. 
The Divorce of Agent and Company : Young E. Allison. 


Before the National Association of Local 
Fire Insurance Agents. Mr. Young E. Alli- 
son, editor of the Insurance Herald of Louis- 
ville, Ky., delivered a most thoughtful and 
interesting address upon ‘‘The Divorce of 
Agent and Company.’ Mr. Allison traced 
the causes leading to the gradual separa- 
tion between the interests of the agent and 


the company, showing how thirty yearsago 


the custom was for an agent to represent a 


single company and for a company to- 


maintain a single agency in each locality. 
He indicated how this condition led to 
mutual confidence and esteem, creating a 
relation such as existed between a happily 
wedded wife and husband. 


But, he said, this unity of purpose and 
interest was undermined when the agent 
(the wife) on one side began to practice 
polyandry by admitting more than one 
company to the agency, and when the com- 
pany (the husband) on the other began the 
practice of polygamy by establishing a 
‘number of agencies in the same community. 
Under the circumstances ‘‘distrust, sus- 
picion and temptation toall manner of un- 
righteous maneuveres’’ on both sides was 
inevitable. Mr. Allison said: 

“‘The agent became a mere broker of 
risks among the companies whose commis- 
sions he held, carrying with them the 


authority to issue the policy and put it in 
force until reviewed. The only difference 
between the agent and the broker today is 
in the possession of the power of attorney 
or commission which authorizes the agent 
to countersign and issue. the policy. The 
old-time duties of personal inspection, care, 
oversight, survey and estimate on the part 
of the agent are now largely nominal. All 
these are performed by expert employees 
of the associated companies in cities, or by 
those of individual companies elsewhere. 
Rating has passed out of the hands of the 
agent almost entirely. The average 
younger agent of today can no more make 
rates than he can make Swiss watches. He 
has become a solicitor and broker of risks 
and very little more.”’ 


Mr. Allison also cited the great 
changes which had taken place in com- 
mercial methods during the past thirty 
years, the new system of credit, the en- 
largement and concentration in mercan- 
tile and manufacturing affairs, and the 
great aggregations of capital which dis- 
tinguish the present era. He said: 

“It would be extraordinary, indeed, if 
all this could have happened without 
affecting the attitude of the fire insurance 
companies toward the public and the rela- 
tion between the company and the agent. 
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It has affected both the attitude and the 
relation in exactly the proportion of the 
change in the whole fabric. And it has 
come about in the same insidious and 
steady manner that the whole change has 
come about. We can no longer imagine 
one of the great industrial capitalizations, 
with millions of scattered property inter- 
ests, leaving the insurance on each lot to 
be effected through the instrumentality of 
scattered superintendents with scattered 
local agents. It would be an anachronism 
so ludicrous as to expose itself instantly in 
the midst of the concentrated machinery 
of the general management of such busi- 
ness undertakings. Instead of such a 
crude proceeding we find these great prop- 
erties scheduled in the hands of a single 
broker or firm of brokers, dealing directly 
with the various companies that have been 
compelled to accept the changed conditions 
and to ally themselves to supply the in- 
demnity as demanded through the new 
channels. The result in a single transaction 
is the disappearance of millions of insurable 
values from the control of local agents and 
the partial, if not entire, loss of commis- 
sion to each agent residing at a point 
where a portion of the property exists. 
Are the companies at fault in this? Is it 
not in the interest of economy and careful 
business management that all the insurance 
upon vast scattered properties under one 
ownership should be effected through a 
single instrumentality and with as few in- 
surers as will secure safety? Does any man 
doubt that, if he owned such interests, he 
would not fail to insure them in just that 
way? Yet, is it nota fact, when the com- 
panies handle such lines through brokers 
and insist that a nominal commission upon 
the premium shall be paid to the local 
agent for signing the policy, that they are 
violating the very basic rule of economics 
in levying tribute upon the broker’s hold- 
ings to pay the local agent, who has no 
control over the risk and could get nothing 
unless the company demanded it for him 
and compelled its payment? Why shalla 
man be paid for goods which he can not 
deliver? The proposition to do so is a 
monstrosity ineconomics. There is but one 
justification for the agent’s receipt of any 
part of the commission —that is, in ex- 
change for continuing supervision of the 


risk during carriage. Unless that is giv- 
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en he renders no service for his share.”’ 

Mr. Allison referred to the cost of doing 
the business and its influence upon the 
public mind and upon legislation. He 
stated that during the past thirty years it 
has cost 68 cents to collect and pay $1.00 of 
loss. This was ‘‘a stiff charge, and revolt 
has slowly been organizing against it.’’ 
He pointed out that the agent was receiving 
a largely increased share of the premium, 
the rate of commission having increased 
about 50 per cent since 1866, while the 
whole expense increased only from 32 per 
cent to about 35 per cent. Commenting 
upon this fact, he said: 

‘‘When the inevitable conflict is on be- 
tween the company and the premium 
payer, involving the rate and cost of in- 
surance, who will be the first to suffer? 
The company, if compelled to reduce ex- 
penses, must attack them where they are 
most marked. The agent, having become 
estranged of particular value to any par- 
ticular company, cannot expect relief there. 
To the extent that he is the broker for his 
customers he can retain their support only 
in the proportion that he gives them a rate 
better than, or at least, equal to, any other 
broker. In the collision, therefore, the 
agent is in the weakest position. He occu- 
pies in fact that perilous territory which 
the Royal Geographical Society is cur- 
rently reported to have described as a 
narrow, low isthmus, lying between the 
devil and the deep sea, with the tide rising. 
Divorced from the company and unwedded 
to the insuree, his position is indeed one of 
actual peril and discouragement.” 

In conclusion, Mr. Allison believed that 
out of the conflict now waging between 
agent and company would come a restora- 
tion, in some degree, of the old conditions, 
a re-establishment of mutual confidence 
and esteem. He believed the agency asso- 
ciations should do allin their power to en- 
courage the local agent to resume the old 
position of responsibilities, by maintaining 
a close personal supervision of the risks in 
his locality. This he thought would alone 
combat the growing power of the broker, 
and entitle the agent to his share of the 
commission. He said : 

“It is the work of the National and State 
associations to promote, suggest and encour- 
age the making of a code to meet the 
changed and changing conditions, and ren- 
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der them as advantageous td the agent as 
possible. It is important in the doing so 
that as few mistakes as possible shall be 
made in attempting movements imprac- 
ticable because they violate economic ne- 
cessities. It is important, too, that the 
associations shall resist the mistakes of 
companies that would violate the same 
economic principles; and the company 
does violate them no less than the agent 
and the insuree. This resistance can be 
made effective by prudence and an absence 
of violent partisanship. The conservatism 
and ability that have marked the actions 
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of this National body since its organization 
are to be commended in the highest de- 
gree, and there is no reasonable ground for 
believing that work already so well done 
will not be even better done with increased 
experience, thought and practice. It is 


difficult to see how an agent can fail to 
realize its advantages, and the companies 
must surely recognize in the purposes 
and activities of the association a new 
manifestation of the old intelligence and 
fidelity in the local agent, revealed under 
increased difficult- 


new conditions and 
ies.’”’ 


Fire Insurance Conditions: C. B. Whiting . 


In a circular to agents the president of 
the Orient Fire Insurance Company says in 
regard to current conditions: 

‘‘It is unnecessary for us to enumerate 
the conditions—they are known to all. 
The popular feeling against trusts, which 
hag now become a political issue, with 
some little show of reason, but which is 
excited more for the purpose of attracting 
votes than from an innate fear of distress to 
the people, takes in all corporations of 
every variety that confer or associate to- 
gether for the purpose of lessening disas- 
trous competition and consequent failure. 
It is quite natural that our business, open 
as it is to the world, through the reports 
companies are compelled to make to the 
various departments, should be made just 
now the main object of attack. Not that 
the business as a whole shows an undue 
profit, for the sworn statements indicate it 
to be marvelously small, but because it 

“seems to be the only one that has no pro- 
tection from the interstate commerce law, 
and therefore is exposed to assault. So, 
taking the desire on the part of certain 
companies to lessen competition and the 
efforts of the authorities to break up all 
associations, the outlook is anything but 
encouraging. 

‘Our advice is to stand up for good prac- 
tice —every time. The organization of the 
National Association of Fire Insurance 
Agents will enable you to get co-operation 
without violating any law. You may see 
some of your business leave you through 


the efforts of irresponsible outsiders, but the 
resident agent law which we hope to see en- 
acted in every state, will afford you great 
protection, and besides the unfair methods 
usually adopted by companies who take 
business without regard to rate or quality 
in the settlement of losses, will sooner or 
later bring your former customers to you 
again. It always has been so and will be. 

‘From appearances the time is near 
when companies will be restrained from 
using established rates at which all can 
write, and must depend upon their agents, 
with the aid and assistance of their specials, 
to see that adequate figures are obtained 
and correct forms of policy adopted. From 
states where for several years there has been 
no profit many companies will retire, and 
in such there must not be any concessions 
made. There can be no question, with rates 
abandoned there will be more work for you, 
for at once differences of opinion will arise, 
and you will be compelled to cancel poli- 
cies and rewrite many lines of business. 
As far as the Orient is concerned, it is our 
intention to help you in every possible way, 
but it cannot be expected we will carry any 
class which has shown no profit when 
regularly rated by experts at less than the 
figures formerly obtained. The experience 
of the present year indicates that too many 
concessions have been already made, and 
unless there is a cessation of fire, rates must 
be advanced. This will have to be done or 
the security offered cannot help being less- 
ened.”’ 
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LETTERS TO 


Pekin’s Ruinous Rate War. 


PEKIN, IIl., Sept. 2, 1899. 

My attention is attracted to an article 
upon the ‘‘ Agency Movement from the 
Companies’ Standpoint’’ in the August 
number of INSURANCE ECONOMICS.”’ The 
writer of the article seems to think that 
the movement is hostile to insurance com- 
panies. In regard thereto, I can say that 
the local agents of Pekin are opposed to 
the managers of western agency companies 
responsible for the havoc and ruin wrought 
in this town by the rate war of Novem- 
ber, 1808. 

At that time the governing committee of 
the Western Union ordered rates off at 
Pekin without consultation with, or notice 
to, the local agents, which were at that 
time maintaining a local board in working 
order. This movement against the inter- 
ests of local agents totally destroyed the 
insurance business of Pekin. All risks 
were cancelled and rewritten at ruinously 
low rates, for one, three and five years, by 
companies in sympathy with the action of 
the governing committee. 

This conduct of the companies, through 
their governing committee, cost the local 
agents of Pekin—robbed them of—$24, 185.17 
in commissions and $4,837.03 in return 
commissions, in all, $29,022.20, and this at 
one fell swoop. This was done for the 
wrongs of one or two agents charged with 
deviation by the companies in the Western 
Union. All the loyal agents were punished 
by financial ruin for the faults of one or 
two disloyal agents. Surely there ought to 
be some means by which, old, loyal, honest 
and successful agents can protect them- 
selves from this kind of robbery. Should 
they not themselves ask for relief? 

No words can depict the ruin wrought to 
honest agents in Pekin by the infamous 
order of the governing committee. Such 
a crime in any other branch of business 
would be visited by just punishment. But 
to the insurance companies there seems to 
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be no blame, even, and no punishment. 
Surely this kind of business must and will 
be stopped. 

JAMES HAINES. 


[The rate war at Pekin cannot be justified 
on business or moral grounds, and it per- 
haps affords little comfort to Pekin agents 
to know that there has been a revolt 
against practices of this. description. A 
competitive rate’ war not only injures 
agents, but embitters them against the 
companies and is certain in time to excite 
public sympathy in the agents’ favor. It 
is identically the practice which has con- 
tributed so much to excite public opposition 
to industrial combinations. Furthermore, 
there can be no real union between agent 
and company where the interests of agents 
are so cruelly ignored as they were at 
Pekin. It is one of the wrongs which have 
made it clear to the agent that his only 
safety against oppression lies in organiza- 
tion.—Ep. | 
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